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LERIER GROMMBE CED VORKEORGE 
SUBCOMMITTEE 


Since 1942, the Committee for Economic Development of The Conference Board (CED) 
has provided reasoned solutions in the national interest. As a nonprofit, nonpartisan, 
business-led public policy organization, CED has long recognized the importance of a 
large and skilled American workforce in achieving our country’s prosperity and growth, 
and has consistently advocated for policies and practices to ensure that Americans of 
all backgrounds are able to more fully develop and profit by their talents. We continue 
to believe that human investments, starting at the earliest ages, are among the most 
important that our nation can make, and that the business community should be among 


the leaders in making this argument to policy makers and the public at large. 


In a rapidly changing 21st-century economy with growing competition from abroad, 
continuing to field a world-leading, skilled workforce is both more essential and more 
challenging than ever to the mission of delivering increasing prosperity for American 
families and preserving our nation’s economic leadership. The US must therefore confront 
its demographic challenges, as an aging population and slowing labor force growth pose 


risks to the economic strength and fiscal health of the country. 


To help confront these challenges and offer policy makers and business leaders balanced, 
reasoned solutions in the public interest, CED has formed a new subcommittee focused 
on growing and strengthening the American workforce. We recognize that no one 
approach to improving the workforce will be sufficient, and that business and the public 
sector each have critical roles to play. If the US hopes to remain the world’s economic 
leader in the face of its global and domestic challenges, it will need to maximize the 
potential of all its citizens and attract skilled workers from outside its borders. The US 
needs more workers and needs to do a better job of educating, preparing, and retraining 
the potential workers it already has to ensure that all Americans are positioned to prosper 
in the face of future economic competition. Critically, workforce advantages the US once 
enjoyed can only be rebuilt by better accessing the full diversity of our available talent— 
including from groups whose potential contributions the US has failed to fully support 


and cultivate in the past. 


Growing the American Workforce, focused on increasing labor force participation and 
attachment in the near term, is the first in a series of policy briefs that, together, will help 


chart a path toward meeting these goals. 
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Trusted Insights for What's Ahead 


The strength of the US economy is built on the contributions of American businesses and 
workers, supported by public and private investments in innovation and capital. But at a time 
of increasing competition from abroad, an aging population and the slowing growth of the 
American workforce could have potentially profound consequences for US economic strength 
and global leadership. 


A growing labor force has been a significant contributor to past US economic growth. More 
workers can lead to more production, more wages, and more consumption. By contrast, 
slower labor force growth will pose a challenge for American businesses dependent on the 
talent available to them when they compete in the global marketplace. And, with fewer 
workers to support a growing number of retirees, an aging population and slowing labor 
force growth will also place more strain on the nation’s ability to meet its commitments 

to seniors while also supporting younger families and funding investments that bolster 
future economic growth. 


As a result, helping Americans who would like to work more to do so is critical for delivering 
more widely shared prosperity for families; a deeper, more-skilled pool of talent for American 
businesses; and economic growth and fiscal stability for all. The current labor force picture 
and comparisons with other advanced economies suggest that more can be done to 
incentivize work and reduce barriers to entry and fuller participation. Potential workers with 
the lowest-income job prospects, unemployed workers at risk of falling out of the labor 
force, parents, and aging workers who wish to keep working are potentially underutilized 
contributors to American economic strength. 


... helping Americans who would like to work more to do 
so is critical for delivering more widely shared prosperity for 
families; a deeper, more-skilled pool of talent for American 
businesses; and economic growth and fiscal stability for all. 


The Committee for Economic Development of The Conference Board (CED) believes 

that it is essential for US competitiveness and global leadership in a rapidly changing 
21st-century economy that business leaders and policy makers work together, in alignment, 
to implement policies that make it easier and more attractive to find work and remain 
working. Business leaders have a critical responsibility, and a civic obligation, to create the 
kinds of welcoming work environments—flexible and free of discrimination or unnecessary 
hurdles to participation and advancement—where all Americans, regardless of background 
or identity, can make contributions in line with their full talent and potential for the benefit of 
their companies and the nation as a whole. If the US is going to draw on the full strength of 
the American workforce, the private sector must take the lead in establishing the conditions 
necessary so all potential employees can succeed, reducing the barriers that exist in their 
own institutions to workers entering or remaining in the workforce. But public policy will also 
be critical to their success. Business leaders and policy makers must be united in advancing 
concrete solutions in the national interest. 
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To further that aim, CED suggests that business leaders and policy makers champion four 
specific ways to increase labor force participation and attachment in the future. 


Four Ways Business Leaders and Policy Makers Can Improve Future 
Labor Force Participation and Attachment 


1 Strengthen the Earned Income Tax Credit (EITC) for adults without 
qualifying children Incentivize more people with initially low-income job 
prospects to enter the labor force and remain working by increasing EITC 
benefits and expanding eligibility to reach more potential workers who do 
not have qualifying custodial responsibility for a child. 


2 _Lessen barriers to participation through improved employee- 
employer matching and increased mobility Reduce geographical 
limitations, information gaps, and unnecessary occupational barriers in 
order to connect potential workers, particularly those most at risk of 
dropping out of the labor force following a job loss, to a wider set of 
employment opportunities by: 


= Pushing states to deliver high-quality, effective reemployment 
services to help displaced workers quickly find jobs that can make 
use of and add to their existing skills; 


= Funding high-quality demonstrations to improve employee-employer 
matching, including relocation assistance and wage-insurance pilots; and 


= Reviewing and reforming occupational licensing requirements and the 
inappropriate use of noncompete clauses. 


3 Help parents remain connected to the workforce and meet family 
responsibilities As part of a national strategy to ensure all children can 
engage in effective, high-quality early childhood education from birth to 
age five, weigh the participation benefits of family-friendly labor market 
policies, including funding evaluations of the labor force impacts of different 
high-quality preschool program designs. 


4 Support older workers who wish to remain working Use more of the work 
potential of older Americans by: 


= Funding public information campaigns to counter employer 
misperceptions; 

= Eliminating health insurance cost disparities that may motivate 
discrimination through market-based health reform; 


a Piloting repeal of the Social Security retirement earnings test; and 


= Piloting initiatives to support flexible work arrangements, including by 
increasing access to nonwage benefits and worker protections typically 
only available to full-time workers. 
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Boosting labor force participation 
and attachment will be critical to 
future economic growth 


The US is undergoing an unprecedented shift in its demographic composition, with 
potentially profound consequences for its economic competitiveness and global 
leadership. The US Census Bureau projects that by the end of the decade, the population 
will have grown more slowly than in any decade since the Great Depression—affected 
1930s.’ By 2035, Americans 65 and over are expected to outnumber children under the 
age of 18 for the first time in the country’s history, primarily because of the low rate of 
births since the 1970s.” Population growth will continue to slow for several years as the 
total number of Americans born each year barely increases.? 


The growth of the labor force is also projected to slow. Between 1990 and 2007, with 
the youngest baby boomers in their prime working years and the trend of more women 
seeking employment appearing to peak, the civilian labor force grew by an average of 
1.2 percent per year.* Following the Great Recession (December 2007—June 2009), the 
number of people working or looking for work has only grown by roughly 0.7 percent 

a year. The US Department of Labor projects that the civilian labor force will grow, on 
average, only 0.4 percent annually over the next several decades.° 


Figure 1 
By 2035, Americans ages 65 and over are expected to outnumber those under age 18 
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Source: US Census Bureau 
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While increasing labor productivity remains the surest route to increasing living 
standards, a slowdown in the rate at which the labor force grows can reduce the 

overall growth of the nation’s economy. Having more workers has typically led to more 
production, more wages, and more consumption. The growth of the US labor force has 
been a significant contributor to past US economic growth. Growth in the total number 
of hours worked annually by the American workforce has accounted for more than a fifth 
of US economic growth over the past 25 years, including between roughly a third and 

a half of economic growth in each of the last eight years as the labor market recovered 
following the Great Recession.° However, with the aging of the workforce, if the slower 
rate of new workers entering the labor market continues, The Conference Board projects 
that additional hours worked will only contribute an annual average of between 0.1 and 
0.2 percentage points of GDP over the next decade.’ 


... a slowdown in the rate at which the labor force grows 
can reduce the overall growth of the nation’s economy. 


With population and labor force growth both slowing, economic growth will become 
even more dependent on productivity growth.® Investors and entrepreneurs will need to 
make their plans recognizing that, in many regions, there will be fewer new customers 
and slower growth in the supply of young, skilled workers. Even with some positive 
growth in the total number of workers, a few economists have begun pointing to the 
overall aging of the labor force as itself potentially contributing to reduced job creation, 
lower labor force participation, and slower productivity growth.’ 


Figure 2 


Labor force growth is expected to play a much smaller role in future economic growth 


Contribution of labor quantity to average annual GDP growth 


Projection 
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Source: The Conference Board Global Economic Outlook, November 2018 
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Beyond economic growth, the 
aging of the US population 
and the slowing growth of the 
labor force will have significant 
consequences for US fiscal 
policies. A proportionally 
smaller number of workers 

will be collectively relied 

upon to finance the country’s 
old-age support programs like 
Social Security, Medicare, and 
Medicaid."° The “dependency 
ratio,” reflecting the balance 
between the population ages 
65 and over, who are the most 
likely to be currently receiving 
Social Security retirement 
benefits, and the population 
ages 20 to 64, who are the most 
likely to be currently paying 
Social Security payroll taxes, 
has shifted from 1:5 in 1985 to 
less than 1:4 in 2018. By 2030, 
the ratio is expected to fall 
below 1:3, and then continue 


Age of US population is 
on the rise 
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Source: 2019 Annual Report of the Board of Trustees of the Federal Old- 
Age and Survivors Insurance and Federal Disability Insurance Trust Funds. 


to drop over the remainder of the century, with fewer workers supporting each retiree." 


If a greater share of available resources is required to support older Americans, even if 


only to maintain current benefits, it may make it more politically difficult to finance other 


long-run investments, like education, research, and infrastructure.” 


Increasing labor force participation and attachment—helping more Americans find work 


they are willing to do and remain working during periods of transition or disruption, 
from the birth of a child to the loss of a job—could help to partially address some of 
the challenges the US economy faces from slower labor force growth and an aging 


population." In a rapidly changing 21st-century economy, with global competition 


increasing, furthering US economic leadership and ensuring Americans can attain and 


broadly share in increasing prosperity hinges on maximizing the contributions of our 
nation’s potential workers and reducing their barriers to work. 


In a rapidly changing 21st-century economy, with 
global competition increasing, furthering US economic 
leadership and ensuring Americans can attain and 
broadly share in increasing prosperity hinges on 
maximizing the contributions of our nation’s potential 
workers and reducing their barriers to work. 
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On this issue, business leaders have an obligation to lead. When talented workers sit 

on the sidelines or are prevented from fully contributing to the workforce at the level 
they would prefer, it is not only the workers who are affected. The economic strength 

of the nation suffers, and employers miss out on an important competitive resource." 

For instance, several studies have identified a continuing pattern of significant 
underrepresentation of women and black Americans in science and engineering fields—a 
gap that some researchers have estimated could increase US GDP per capita by as 

much as 2.7 percent if closed.'* Raj Chetty and coauthors have coined the phrase “lost 
Einsteins” to refer to individuals, especially among women, minorities, and children from 
low-income families, who do not reach their innovative potential, with consequences both 
for those individuals’ prosperity and the nation’s economic growth.'¢ 


Business leaders, through the examples they set and policies they establish within their 
own companies, can have a significant impact on maximizing the economic contributions 
of America’s existing potential workforce in the short and long run. Business leaders must 
take on the responsibility of creatively and aggressively building a welcoming workplace 
environment that draws upon the full range of available talent. 


Along with leading through individual action, business leaders have an additional 
responsibility to educate policy makers on what public policy changes will be needed to 
support their efforts to grow the American workforce. To further that goal, after briefly 
describing the current state of participation in the US workforce and reviewing some of 
the potential barriers keeping Americans from working at their full potential, this report 
outlines several recommendations that business leaders should champion to boost the 
number of Americans able to find work and achieve their employment goals. 


In addition to creating a welcoming work atmosphere where all Americans, regardless 
of background or identity, can make contributions in line with their talent and potential, 
business leaders and policy makers concerned about US competitiveness should pursue 
reasoned solutions in the nation’s interest that: 


1 Incentivize more people to enter the labor force and remain working by 
increasing the benefits of work; 


2 Connect workers most at risk of falling out of the labor force to a wider set of 
employment opportunities by lessening geographic, informational, and licensing 
barriers to improve employee-employer matching and worker mobility; 


3. Make the US labor market more family friendly, helping parents achieve their 
employment goals while meeting their family responsibilities; and 


4 Remove barriers preventing older Americans who wish to continue working from 
continuing in the labor force. 
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Boosting labor force participation and attachment is a critical goal of 
public and private policy 


On an individual level, Americans face challenging decisions about when to work, 
informed by their family circumstances, weighed against complicated and uncertain 
calculations of their own interests that may change over time.’” These decisions are 
further affected by changes in the labor market or public policy that cause the supply, 
and relative attractiveness, of available jobs to rise and fall. For these reasons, it cannot 
be taken for granted that an increase in labor force participation and attachment is 
always a desirable outcome for any one individual.'® But greater labor force partici- 
pation and attachment is frequently in the interest of the workers who would supply the 
additional labor and benefit the communities in which they live."? On surveys, roughly 
one-third of adults report wanting to work more than they currently do, either because 
they are currently out of work or wish to work additional hours.7° Additionally, some of 
the people who are not currently in the labor force may want or need to work in the 
future. If individuals are missing out on valuable skill-building and experience now, they 
may face more challenges, or receive less compensation, when securing subsequent 
work. There are also reasons to worry that some adults not participating in the labor force 
are more likely to suffer from some of the same documented negative outcomes, beyond 
lower income, that seem to result from long periods of unemployment.?! 


Under the existing circumstances, greater labor force participation and attachment is 

a laudable goal in the nation’s interest, likely to lead to more economic growth, higher 
tax revenues, and lower spending on existing social safety net programs. As workers 
continue to acquire skills and experience, not only do they benefit from higher wages, but 
the US economy benefits from higher aggregate levels of human capital, making it richer 
and more globally competitive. Participation has declined among particularly vulnerable 
groups that might benefit in the long run from more labor force attachment, like younger 
adults not enrolled in school, less-educated workers, and adults who report a work- 
limiting disability.2 For many adults, increased labor force participation may lead to more 
financial security and better health and wellness outcomes. Additionally, international 
comparisons with other advanced economies suggest that, even beyond what would be 
expected with the aging of the population, women’s labor force participation rates may 
have peaked at lower-than-expected levels.?° 
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Who participates in the 
American labor force? 


Snapshot of the US Labor Force, 2018 (change since 2000) 


Labor force participation rate 63 percent 


Share of the labor force: 


Male 53 percent 
Over age 25 with at least a bachelor’s degree 41 percent 
Age 55 and older 23 percent 


Foreign born 17 percent 


\) (-1.5 percentage points) 


(-0.3 percentage points) 
(+10 percentage points) 


(+10 percentage points) 


>> >9¢€ 


(+5 percentage points) 


Sources: Bureau of Labor Statistics, Current Population Survey; US Census Bureau 


... labor force participation in America remains relatively 


high by historical standards. 


Though it has declined since 2000, labor force participation in America remains relatively 
high by historical standards. Roughly 63 out of every 100 Americans ages 16 and older are 
either working or actively looking for work.74 By comparison, the labor force participation 


rate averaged 59 percent in the 1950s and 1960s.2° Men and women ages 25 to 54 are 
sometimes referred to as “prime-age” adults since those ages reflect the period in which 
adults are most likely to be working. Figure 3 compares the trajectory of participation 


over the years for all workers and prime-age workers. 


American labor force participation can also be measured in terms of how much people 


are working. In 2017, American workers worked an average of 34 hours per week, 
reflecting a roughly 10 percent decline since the early 1950s, but still slightly above 
the average across most advanced economies.” About 86 percent of US labor force 


participants either work full time or would like to.2” The share of employed workers 


who report being unavailable or uninterested in working full-time hours has remained 


relatively consistent for more than two decades.” 
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Figure 3 
The share of Americans working or looking for work has declined since 2000 
Labor force participation rate, by age 
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Source: Bureau of Labor Statistics 


Participation has undergone significant changes throughout the 
working life cycle 


The rise and fall of prime-age participation 


The labor force participation rate of prime-age adults, ages 25 to 54, increased nearly 
20 percentage points between 1950 and 1990, as increases in women working rapidly 
outpaced the gradual decline in the labor force participation of men.?’ However, after 
the start of the 21st century, the share of prime-age adults in the labor force declined for 
both men and women, reducing the overall participation rate from 84 percent in 2000 

to 82 percent in 2018. 


Looking at prime-age participation by gender helps illustrate the post-World War II trend. 
While prime-age participation by women grew considerably, especially in the 1970s 

and 1980s, prime-age men’s labor participation steadily declined from a peak of nearly 
98 percent in 1954 to roughly 89 percent in 2000.°° Prime-age participation declined 
sharply after each of the last two recessions, but women’s participation has been quicker 
to rebound in recent years, accounting for most of the recovery in overall prime-age 
participation since 2015. 
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Figure 4 

Increased labor force participation since 1950 driven by gains among 
prime-age women 

Net percentage point change in labor force participation rate since 1950 
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Source: Bureau of Labor Statistics 


One potentially significant trend that has led to lower rates of participation for prime-age 
men is a change in the pattern of nonparticipation. Not only has the share of potential 
workers who have seemingly permanently stopped working or looking for work increased, 
but the share of workers who decide to stop looking for work for at least a short spell 

has also increased.*' One estimate found that a rise in the number of prime-age men 
briefly exiting the labor force accounted for roughly a third of the participation decline 
that occurred between 1984 and 2011.** The increase in short-term exits appears to 
primarily be the result of more prime-age men choosing to temporarily leave the labor 
force immediately following a job separation and is concentrated among married or 
cohabiting men, or prime-age men who live with their parents. 


Young adults working less 


In general, lower labor force participation by 16- to 24-year-olds reflects two trends: 
an increase in the share of young adults enrolled in school and a decline in the number 
of school-enrolled young adults who work, including a steep decline in teenagers 
working summer jobs.** At 57 percent, the share of all 16- to 24-year-olds enrolled in 
school in October 2018 was 12 percentage points higher than it had been in 1985.*4 
However, in October of any given year between 1985 and 2002, between 47 and 50 
percent of school-enrolled 16- to 24-year-olds were also working or looking for work. 
In October 2018, only 36 percent of such students were in the labor force.*° 
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While higher rates of education among teens is probably an overall positive trend that 
will lead to higher lifetime earnings, the accompanying reduction in high school work 
experiences may still be concerning—except to the extent that it is contributing to school 
performance—since early work experiences have been associated with better long-run 
earnings and employment outcomes in the past.*° What is more clearly concerning is 

the decline in labor force participation among 16- to 19-year-olds not enrolled in school. 
Between 2000 and 2017, their labor force participation rate dropped 10 percentage 
points. Involuntary youth unemployment may have long-lasting effects, particularly for 
men.*” Even though roughly 4 out of 5 nonparticipants ages 16 to 24 are enrolled in 
school, there are still nearly 3.4 million young adults who are neither in the labor force nor 
pursuing education.*® The poor average labor market outcomes for some recently out-of- 
school young adults, particularly those transitioning to work directly from high school, 
was a motivation for CED's May 2019 report, “Improving Noncollege Pathways to Skills 
and Successful Careers,” which put forward recommendations for improving counseling 
related to education and training decisions and smartly expanding apprenticeship 
programs as two concrete steps that could help address this challenge.°*? 


Whether in response to economic conditions or reflecting a cultural change that itself 
might be contributing to different labor force participation patterns, there have been 
sizable shifts in the share of young adults who live with their parents. Compared with 
2000, men and women ages 21 to 30 were roughly 10 percentage points more likely to 
be living with their parents in 2016, and significantly less likely to be married.*° 


Figure 5 
Reversing previous trends, since the 1990s, young adults are less and 
older adults are more likely to be in the workforce 


Net percentage point change in labor force participation rate since 1950 


10 


Younger workers, 
— ages 16 to 24 


\\ Older workers, 


ages 55 and above 
-15 


1950 1960 1970 1980 1990 2000 2010 


Source: Bureau of Labor Statistics 
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Older adults working more 


Reflecting cultural and policy changes, the labor force participation of older workers 
went through significant changes after World War Il, including a notable stratification in 
the likelihood of retirement at certain ages based on lifetime earnings.*" However, by the 
mid-1990s, labor force participation rates among workers ages 55 and over had begun 
to steadily increase. 


Though the effect of baby boom generation women reaching older ages was the most 
pronounced contributor, the increase in older workers’ labor force participation coincided 
with social, policy, and economic changes that have likely affected decisions to remain in 
the workforce. For instance, according to the period life tables published by the Social 
Security Actuaries, life expectancy at age 55 has improved by more than four years for 
men and more than two years for women since 1980.* In terms of public policy, increases 
in the “normal” retirement age for Social Security have been phasing into place since 
2000 and will continue until 2022, reducing benefit generosity, while disincentives 

for working at older ages have been relaxed.*? Rising health care costs, combined 

with less generous or less available employer-provided retiree health insurance, may 

also be motivating more workers to remain employed until they reach Medicare 
eligibility at age 65. 


There has also been an increase in the share of older workers who engage in partial 
retirement in their early 60s, remaining in the labor force but shifting from full-time work 
to part-time work before fully retiring. The share of adults who are partially retired in their 
early 60s has more than doubled since 1980.%* 


Despite significant changes over the past 70 years, men remain roughly 12 percentage 
points more likely than women to be working or looking for work, and they still make up a 
somewhat larger share of the labor force—an estimated 53 percent as of July 2019.45 An 
increase in women working was a defining change in American labor force participation 
in the second half of the 20th century, with successive cohorts of women participating 

at higher rates, particularly earlier in their careers.*° While only about 1 in 3 women 

were participating in the labor force in 1948, women’s labor force participation peaked 

at roughly 60 percent in the early 2000s.” Significantly, the increase in women working 

or actively looking for work was driven by increases among married women, especially 
married women with children.” 


An increase in women working was a defining change 
in American labor force participation in the second half 
of the 20th century, with successive cohorts of women 
participating at higher rates, particularly earlier in 

their careers. 


16 GROWING THE AMERICAN WORKFORCE www.ced.org 


Figure 6 
Increases in the share of prime-age women working or looking for work was 
driven by the increased participation of married women 


Labor force participation rate of women, ages 25 to 54, by marital status and presence of children 
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Note: "Married" includes all women who report being married regardless of whether their spouse 
was present in the household; "single" includes all other women. "With children" indicates at least 
one child under age 18 related by birth, marriage, or adoption in the household. 


Source: IPUMS-CPS, University of Minnesota 


Over time, the American workforce has become significantly more educated. But despite 
large increases in educational attainment, in 2018, only 41 percent of the labor force over 
age 25 had at least a bachelor’s degree, compared with 35 percent of the population. By 
comparison, roughly 6 percent of Americans had a bachelor’s degree in 1950.*” 


Americans with more education are more likely to be in the labor force. Among adults 
over age 25, the participation rate for Americans with at least a bachelor’s degree was 

74 percent in 2018, compared with 59 percent for those with less education.°° Achieving 
a four-year degree has become a stronger predictor of being in the labor force over 
time. For example, for men ages 25 to 54, labor force participation averaged roughly 

97 percent throughout the 1950s.°! In 2018, among that same age group, men with a 
bachelor’s degree or higher still had a participation rate of 94 percent, while participation 
had declined to 86 percent for men with less education. 
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Figure 7 
Education has become a much stronger predictor of whether men are working or 
looking for work during prime working years 


Labor force participation rate of men, ages 25 to 54, by educational attainment 
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Figure 8 
The share of prime-age women with at least a 4-year degree who are working or 
looking for work remains close to historically high levels 


Labor force participation rate of women, ages 25 to 54, by educational attainment 
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Additionally, the gap in participation between men and women narrows with higher 
educational attainment. In 2018, men ages 25 to 54 with a high school diploma and no 
college experience were more than 20 percentage points more likely to be working than 
women with the same level of educational attainment.** Among similarly aged adults with 
at least a bachelor’s degree, the gap between men and women’s participation rates was 
only 10 percentage points. 


Matching demographic changes affecting the larger population, the American workforce 
has gotten significantly older. The median labor force participant in 2018 was 42 years 
old, three years older than in 1998.%4 This aging of the working-age population has had 
consequences for labor force participation. While every worker has a unique career 
path, there are common patterns.® For instance, many younger workers delay entry 

or leave the labor force to pursue additional education or training that will make their 
work more valuable later on. Younger and midcareer female workers are more likely to 
temporarily exit the labor force if there are young children at home. But as workers age, 
their propensity to suffer poor health or a work-limiting disability increases, and workers 
become increasingly more likely to retire. The average participation rate for adults ages 
50 to 54 was 79 percent in 2018, but it was only 72 percent for Americans ages 55 to 
59.°¢ So the shift to an older workforce means not just a larger share of older workers, 
but also a gradual reduction of overall participation rates for Americans considered 

to be of working age. 


Figure 9 
Americans are more likely to work at older ages than in the recent past but 
still less likely to be working as they approach typical retirement ages 


Labor force participation rates of workers, by age 
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In 2018, Americans over age 55 accounted for roughly 23 percent of the labor force, 

a 10 percentage point increase compared to two decades earlier.°” And while partici- 
pation among older workers has increased compared with similarly aged workers in the 
past, multiple analyses have pointed to the mere aging of the labor force as the principal 
reason for the decline in total labor force participation over the past decade.** Due 

to a combination of the aging of the baby boom generation, impacts from the Great 
Recession, and declines in participation rates, there were fewer labor force participants 
ages 16 to 54 in 2018 than there were in 2005. To look at it another way, growth in the 
number of participants 55 years and older accounts for roughly 83 percent of the net 
growth in the labor force over the past two decades and essentially all the net growth 
since the Great Recession ended.°*” 


In 2018, Americans over age 55 accounted for roughly 
23 percent of the labor force, a 10 percentage point 
increase compared to two decades earlier. 


Figure 10 
Since the 1990s, the labor force has gotten significantly older 


Total cumulative labor force, by age 
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Across several measures, the labor force has also gotten significantly more diverse. In 
2018, roughly 17 percent of labor force participants were born outside the US, nearly 
double the estimated share in 1990.° On average, the foreign-born portion of the 

labor force in the US tends to be younger, more male, and much more likely not to have 
completed high school.*’ However, more recent immigrants are significantly more likely to 
be college educated than in the past, which has led to an increase in the share of foreign- 
born workers with advanced education. Since 1990, the share of the labor force that is 
nonwhite has increased by roughly 8 percentage points, to 22 percent.® 


... More recent immigrants are significantly more likely to 
be college educated than in the past. 


Figure 11 
Workers born outside the US have played a growing role in the workforce 


Share of the civilian labor force and total population that is foreign born 


18% 

i Mi Labor force i Population 

14 

12 

10 

8 

6 

4 

2 

. 1980 1990 2000 2010 2017 


Source: Migration Policy Institute tabulation of data from the US Census Bureau 


GROWING THE AMERICAN WORKFORCE 


21 


22 


Changes in participation by race and ethnicity 


Changes in participation trends among prime-age adults, ages 25 to 54, have been 

less pronounced than difference in trends by gender. Among women, participation by 
white, black, and Hispanic women all increased rapidly throughout the 1970s, 1980s, 
and 1990s. A larger share of prime-age black women had been working or looking for 
work at the start of the 1970s compared to white and Hispanic women, but black women 
saw relatively smaller participation gains, leading to a convergence in participation rates 
among white and black women by the late 1980s.° In recent years, black women have 
maintained a slightly higher average participation rate than white women. Prime-age 
Hispanic women’s participation rates have remained significantly lower than those 

of white and black women. In 2018, prime-age white, black, and Hispanic women’s 
participation rates were each roughly 1 to 1.5 percentage points lower than in 2000, 
reflecting relatively similar trends across groups.© 


Figure 12 
Since 2000, prime-age women’s labor force participation trends have been 
very similar across race and ethnicity 


Female labor force participation rates, ages 25 to 54, by race and ethnicity 
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Among prime-age men, participation rates have been slowly declining for white, black, 
and Hispanic men throughout much of the past 50 years.*” However, rates of participation 
for Hispanic men have been largely flat over the past two and a half decades. The gap in 
average participation rates between prime-age black men and white and Hispanic men 
has grown over time, with black men experiencing a faster rate of decline over recent 
decades. As a result, the gap in participation rates between men and women is smallest 
for black adults, at an average of 4 percentage points in 2018. 


Figure 13 
The share of prime-age black men working or looking for work has fallen 
relatively faster than for other prime-age men 


Male labor force participation rates, ages 25-54, by race and ethnicity 
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Potential workers out of the labor force 


There are many reasons why some potential workers are currently completely out of the 
labor force. For example, of the average 54 million Americans ages 16 to 64 who were out 
of the labor force in 2018, roughly a quarter of those potential workers were teenagers 
and young adults, ages 16 to 24, who were enrolled in school. Another 13 percent were 
adults ages 55 to 64 who reported being retired. 


In 2018, roughly 23 million prime-age adults were not participating in the labor force.* 
Almost half of them, including more than 60 percent of women, cited caregiver responsi- 
bilities as the primary reason for not working or looking for work, and another nearly 30 
percent reported a work-limiting disability or serious illness as their primary reason for 
being out of the labor force.’”? Many of these potential workers can be expected to enter 
or reenter the labor force later in their careers as they finish an education spell, transition 
from caregiver responsibilities, or recover from a temporary disability. For example, 
roughly 10 percent of prime-age workers who cited disability as their reason for being out 
of the labor force in 2016 had returned to work in 2017.”' 


Caution should also be applied in treating self-reported reasons for being out of the labor 
force as equivalent to the motivating factor for labor force exit. For example, a woman 
with young children who faces gender discrimination and barriers to her advancement 

at work may be more likely to exit the labor force in order to provide childcare. In such 

a situation, it would be, at best, incomplete to describe providing childcare as the 

reason she left the labor force. Such distinctions may make identifying effective policy 
solutions more difficult. 


Figure 14 
Reasons for being out of the labor force vary sharply by age 


Nonparticipants, ages 16 to 64, by age and provided reason, 2018 
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In 2018, roughly 23 million prime-age adults were 
not participating in the labor force. 


Across all potential workers ages 16 to 64 out of the labor force who did not cite 
disability, retirement, or education as their reason for being out of the labor force, only 
about 1 in 5 report currently wanting a job.’* However, intentions change with circum- 
stances or opportunity, and even seemingly permanent labor force participation decisions 
are subject to later change. A panel study of workers who retired after age 50 found that 
roughly a quarter of them subsequently returned to work, with younger retirees more 
likely to unretire’*. In a survey of adults ages 50 and older who were out of the labor 
force, roughly half claimed that they would be willing to work in the future if the right 
opportunity came along.” 


Most nonparticipants in the labor force live with someone else. In 2018, more than 
two-thirds of prime-age women and nearly a third of prime-age men who were out of the 
labor force lived with a partner or spouse; nearly a third of men and roughly 10 percent 
of women lived with a parent.”> When excluding people who identified education as their 
reason for being out of the labor force, twenty-somethings not in the labor force are only 
slightly more likely to be living with their parents than similarly aged adults who are in 
the labor force.” However, among twenty-somethings, both labor force participants and 
nonparticipants for reasons other than education were increasingly likely to be living with 
a parent in 2018 compared to before the Great Recession. 


Figure 15 
Young adults are increasingly likely to live with parents regardless of 
labor force participation 


Share of adults, ages 20 to 29, living with a parent, by participation status 
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The impact of the Great Recession on labor force participation 


It is not surprising that in the years immediately after the Great Recession, the share 

of adults working or looking for work declined faster than would have been predicted 

by aging alone. Labor force participation is deeply affected by overall economic 
conditions.” Although a worker who becomes unemployed or underemployed in an 
economic downturn remains in the measured labor force for as long as he or she is 
actively looking for work, other reactions to poor labor market conditions alter the labor 
force participation rate.’”® In some instances, the biggest practical change may be in the 
timing of certain decisions a potential worker would have eventually made anyway, such 
as pursuing additional education and training sooner or retiring earlier than he or she 
otherwise might have. However, in some instances, potential workers more fundamentally 
alter their plans, pursuing education and training they might not otherwise have acquired, 
taking on additional caregiving responsibilities outside of the workplace, or otherwise 
dropping out of the labor force at higher rates than they would have in good economic 
times. These “cyclical” factors affecting labor force participation should eventually abate 
as education and training are completed, early retirees reach the age at which they 
would have retired anyway, or improving labor market conditions draw more people 

into the workforce. For potential workers who pursued additional training and education 
opportunities that they might not otherwise have pursued, long-run future labor force 
participation may have even been slightly improved. 


There remain significant reasons to be concerned about the potentially long-lasting 
negative effects resulting from cyclically driven spells of nonparticipation. For one, 
additional time outside of the labor force may make it more difficult for potential workers 
to work in the future.”’ But, to the extent that cyclical factors are still exerting downward 
pressure on labor force participation, there is also hope that participation could continue 
to improve alongside general economic conditions.®° For that reason, the degree to 
which improvements in economic conditions could lead labor force participation rates 

to return to pre—Great Recession expected levels, versus remaining lower than trend to 
reflect quasipermanent changes in the economy, was a much-debated economic policy 
question for much of the decade.*' However, even while some uncertainty remains today 
about how much general improvements in the economy can be expected to further boost 
labor force participation, it is clear that structural improvements will need to be a critical 
component to raising the current participation trend.® 
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Potential drivers of lower labor 
force participation and barriers to 
increased participation 


Aging appears to be the most significant factor affecting the labor force participation 
rate, especially since the turn of the century.®? Aging will likely continue to be the 
principal driver of reduced labor force participation in the near future. Analyses by staff at 
the Congressional Budget Office and the Federal Reserve Bank of San Francisco find that 
population aging will result in an additional 2.5 to 3 percentage point decline in the labor 
force participation rate over the next decade. By the end of the 2020s, without policy 
interventions or other changes affecting who seeks and secures work, US labor force 
participation rates will likely decline to their lowest levels in nearly half a century. In other 
words, the aging of the American workforce in the first quarter of the 21st century will 
have wiped out most of the gains in participation that resulted from women’s higher rates 
of workforce participation in the last quarter of the 20th century. 


... the aging of the American workforce in the first 
quarter of the 21st century will have wiped out most of 
the gains in participation that resulted from women’s 
higher rates of workforce participation in the last quarter 
of the 20th century. 


However, as aging has explained much but not all of the change in labor force 
participation over the past several decades, aging will not be the only factor affecting 
such changes in the future. Identifying or anticipating barriers to labor force participation 
will be a critical aspect of maximizing participation. Previous declines in participation 

still elicit debate and competing theories for why declines occurred.® This is particularly 
true among prime-age workers, ages 25 to 54, and particularly prime-age men, who 
experienced a continuing decline in their labor force participation even during years in 
which the aging of the baby boom generation would have been expected to increase 
labor force participation, all else equal.®° Instead, declines in the labor force participation 
of prime-age men have occurred among subsequent generations of men at nearly every 
age over more than four decades.®*” The overall magnitude of that decline has been 
several times larger than just the expected effect of aging for prime-age men alone. 

For example, had participation rates remained at the 1970 level for each five-year age 
group ages 25 to 54, the prime-age male labor force in 2018 would have been roughly 

8 percent larger, with more than 4 million additional men working or looking for work. 
Had labor force participation rates for prime-age women been similarly maintained 

since 2000, the 2018 labor force would have featured more than an additional 800,000 
female participants.® 
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The role of social factors and workplace culture in the underutilization 
of talent 


There can be many routes by which social factors—including inflexible, inhospitable, 

or discriminatory workplaces—can contribute to reduced participation and the 
underutilization of existing talent within the US labor market.®’ For example, bias in the 
hiring, pay, and promotion decisions encountered in one workplace could potentially 
affect the opportunities and compensation that are later available to a worker over his 
or her career. In managing certain impediments or nonprofessional responsibilities, 

or to make work worthwhile relative to other alternatives, some workers may require 
more employer flexibility or adaptability. Additionally, when certain groups are 
underrepresented in a particular role, company, or occupation, the perception of barriers, 
whether they are real or not, is liable to affect education, training, and other career path 
choices that individuals make, helping to reinforce underrepresentation. 


While there are many contributors and factors, the underutilization of talent is likely, 

at least in part, a social challenge. For example, although it has shrunk over time, a 
portion of the persistent pay gap between men and women is probably due to cultural 
and discriminatory barriers to women’s full participation consistent with their talents. 
One 2018 study estimated that roughly half of the pay gap between men and women 
could be explained by differences in the industries and occupations in which men and 
women work, and as much as a third could potentially be due to discrimination or gender 
stereotyping—which could be operating on the kinds of advice, support, or modeling 
that young women receive or are exposed to as students or early in their careers. Even 
if much of the difference in pay, whether owing to occupational choice or spells out of 
the workforce to provide family care, reflects voluntary personal decisions, evidence 
suggesting that women’s entry in high numbers into a given occupation has historically 
tended to lower that occupation’s wages is telling.” 


The outcome of these social barriers is likely reflected in the disproportionately small 
share of women and people of color working in some of the fastest-growing or highest- 
paying professional fields like computing and engineering. By one estimate, in 2017, 
women constituted only roughly a quarter of the workforce in computer and mathe- 
matical occupations and less than a fifth of the workforce in architecture and engineering 
occupations.”' In addition to there being a well-documented pattern of underrepre- 
sentation of some racial and ethnic groups across science and engineering fields more 
broadly, a 2011 study found that, after controlling for other factors, Asian and black 
researchers were significantly less likely than their white peers to receive research 
funding from the National Institutes of Health (NIH).?* Given that NIH is the world’s 
largest funder of biomedical research, such disparities likely contribute to continued 
underrepresentation. 


Women and some minority groups are similarly underrepresented in the economics 
profession, and black doctors remain disproportionately rare.”? At the pinnacle of 
business leadership, CED has called attention to the vast underrepresentation of 
women in the C-suite and on corporate boards and how some companies are success- 
fully addressing it.% Similar stories of discrimination or underutilization of available talent 
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can be documented for many groups of would-be workers, including but not limited to 
immigrants, formerly incarcerated individuals, and adults with disabilities.*° These labor 
market outcomes flow back into the education system and pipeline for worker devel- 
opment in the form of discouragement, family resource barriers, and other challenges 
shaping the next generation of US workers. 


While progress has been made in reducing some of the social barriers to fuller utili- 
zation of existing talent—likely reflected in part by the enormous increase in women’s 
labor force participation in the second half of the 20th century—continued progress in 
reducing such barriers, including through the actions of committed business leaders, will 
be an essential element in increasing the share of Americans who are able to more fully 
profit from their talents. 


While international comparisons can be misleading, differences in labor force trends in 
the US relative to other advanced economies also point to the importance of factors 
beyond demographics for determining participation trends.” For example, the US was 

an early leader in women’s labor force participation among Organisation for Economic 
Co-operation and Development (OECD) economies. As recently as 2000, the US labor 
force participation rates for women ages 25 to 54 exceeded the OECD average by more 
than 8 percentage points and was broadly comparable with countries like Germany, 
France, the United Kingdom, and Canada.’ But the US is one of only six OECD countries 
to have reported a decline in women’s labor force participation for this age group since 
2000.8 By 2017, the share of prime-age American women working or looking for work 
was only 2 percentage points above the OECD average and trailed Germany, France, 

the UK, and Canada by at least 5 percentage points each. Had prime-age female labor 
force participation rates in the US kept pace with Canada, an additional 5 million women 
would have been in the labor force last year.” The striking difference between the US and 
other countries with similar demographic profiles suggests that there is something unique 
about the US that has led to lower-than-expected women’s labor force participation. 


Similarly, American men’s labor force participation trends have also been somewhat 
atypical compared to international peers. While labor force participation for men has 
declined across advanced economies, the US has experienced the second-largest decline 
for men ages 25 to 54 among OECD countries since 1990, trailing only Italy.'°° In 2017, the 
US had the fifth-lowest prime-age male participation rate among OECD countries, nearly 
3 percentage points below the average for such countries. 
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Figure 16 

Prime-age American 
women have not kept 
pace with labor force 
participation gains in 
other advanced 
economies 
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Figure 17 

O Prime-age American 
men trail most of 
their peers in labor 
force participation 


LABOR FORCE PARTICIPATION RATES 
100% 
Men, ages 25-54, by country, 1991-2018 


Average 


Germany 


United 
Kingdom 


www.ced.org 


Major changes in globalization and technology would have been expected to affect the 
US and other advanced economies somewhat similarly over the past couple of decades. 
The significant differences in labor force participation trends between the US and other 
OECD countries suggest that US-specific factors, whether differences in policy, institu- 
tions, or culture, have also had an important effect on participation in the past and likely 
will play an important role in the future.” 


The significant differences in labor force participation 
trends between the US and other OECD countries 
suggest that US-specific factors, whether differences in 
policy, institutions, or culture, have also had an important 
effect on participation in the past and likely will play an 
important role in the future. 


Many factors likely contributed to past labor force participation 
declines among prime-age adults 


Researchers have examined a wide mix of factors beyond aging that may have 
contributed to reduced labor force participation among prime-age adults over the past 
several decades, but there is no definitive set of explanations. Instead, it is likely that 
past changes have been motivated by a combination of demand-side changes that have 
made attractive work less available, supply-side changes that have made available work 
less attractive, and other changes that have made securing work harder. The drivers 

of these changes likely include some not yet well-identified factors and have affected 
different subpopulations of potential workers differently. A few examples of suspected 
contributors follow. 


Table 1 
Selected Abraham and Kearney (2018) estimates of contributing factors to 
the decline in US employment-to-population ratio (EPOP) from 1999 to 2016 


Estimated reduction in EPOP 


Selected factors (percentage point) 
Expanded trade with China and adoption of industrial robots 1.6 
Increased receipt of federal disability benefits 0.2 
Increased rate of incarceration 0.1 
Total net decline in EPROP between 1999 and 2016 4.5 


Source: Katharine Abraham and Melissa Kearney, “Explaining the Decline in the US Employment-to-Population 
Ratio: A Review of Evidence,” 2018, Table 3. 
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Possible contributor: Reduced demand for low-education workers 


Declining labor market opportunities for potential workers not currently participating 

in the workforce has been a leading explanation for past declines in labor force 
participation, especially among prime-age men.’ One theory along those lines, with 
some supportive evidence, is that increased exposure to global trade and technological 
change led to increased polarization in the American labor market—increasing demand 
for highly educated workers while displacing some workers with less education.' 
Analysis by Didem Tuzemen and Willem van Zandweghe suggests that polarization over 
the past two decades may have led to nearly 2 million fewer prime-age men participating 
in the labor force than if the mix of jobs requiring low, middle, and high levels of 
education had remained constant.'“ Surveying the literature, researchers Melissa Kearney 
and Katharine Abraham estimate that expanded trade and increased automation are 
likely the largest factors not related to aging that have contributed to the decline in the 
share of the population working in recent years. They estimate that between 1999 and 
2016, those two factors resulted in a 1.6 percentage point decline in the average share 
of the population that was working, explaining roughly a third of the total net decline 
during that period.'°° 


Whether or not trade and automation are the direct cause, changes in wages and the gap 
between workers’ earnings in jobs requiring high or low levels of education do appear 

to be associated with changes in labor force participation for prime-age men and could 
be asign of decreasing demand.'®° On average, the ratio of the median wages of a high 


Figure 18 
The relative earnings of high school graduates have significantly declined 
compared to college-educated peers 


Ratio of median wages: high school graduates to 4-year college graduates, by gender 
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school graduate to a college graduate for men over 25 has continued to steadily decline 
following a period of sharp decline in the 1980s. Real median hourly wages for men in 
less-skilled and middle-skilled jobs have grown slowly since the early 1970s, and wages 
at the 20th percentile have been virtually flat." Slow growth is not the same as a real 
reduction in wages, but one analysis did find that labor force participation decisions of 
prime-age men appear to be correlated with changes in their relative earnings.’ 


Possible contributor: Preferred alternatives to work 


In determining why more potential workers remain outside the labor force today 
compared with the past, it is important to consider the degree to which working less may 
reflect changes in the interest of workers not wholly motivated by changes in the quality 
of available jobs or ability to work. For example, if alternatives to working have become 
more attractive, due to factors such as more generous safety net programs or parental or 
spousal income support, then potential workers may be more likely to reduce work effort 
or opt out of working entirely. 


On the one hand, among prime-age men out of the labor force who did not report a 
work-disabling condition, the share who reported wanting a job has been relatively 
steady since the 1980s.'°? But compared to earlier decades, prime-age men not in the 
labor force have become significantly more likely to live in a household with some 

form of public means-tested income, even as they have become less likely to be the 
direct recipient of the income (excluding Social Security Disability Insurance and similar 
benefits).""° Additionally, a number of researchers have pointed to large increases in the 
number of adults receiving federal disability benefits, not fully explained by population 
aging or increasing numbers of eligible women, as a potential driver of lower labor 
force participation." However, the relatively small number of recipients limits the 
degree to which federal disability receipt is likely to be driving declining participation." 
Abraham and Kearney estimate that increased federal disability receipt explains roughly 
4 percent, or 0.2 percentage points, of the decline in the share of working adults 
between 1999 and 2016." 


A CBO analysis found that increasing numbers of disability benefit recipients played a 
small role in declining participation rates over the past decade but projected its effect 
to be significantly diminished in the future. Though the overall effect of the increasing 
number of disability beneficiaries on participation was small, CBO did find it was likely 
one of the most significant factors in the decline of labor force participation among 
prime-age workers after factoring out changes in the business cycle." 
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Possible contributor: Declining health 


In 2016, 37 percent of prime-age men not in the labor force described their own health 
as fair or worse, compared to roughly 5 percent of similarly aged men working or 
looking for work."® 


Economist Alan Krueger pointed to poor health as a potentially significant reason for the 
decline in labor force participation among prime-age workers. A third of prime-age men 
out of the labor force reported at least one disabling condition, compared with less than 
3 percent of employed men. Prime-age men out of the labor force were also more likely 
to report frequent and stronger feelings of pain, and were significantly more likely to 

be using pain medication. Krueger also found that, since 2000, labor force participation 
has been lower, and has fallen further, in places that had high per capita rates of opioid 
prescriptions, suggesting a possible connection between recent declines in labor force 
participation and the proliferation of opioids.'"* 


While it is conceivable that there has been a decline in the average health of prime-age 
adults, exacerbating or exacerbated by the increase in opioid use, there is generally a 
lack of consistent data available to determine whether nonparticipants are in significantly 
worse health or suffering from higher levels of pain than in the past after controlling for 
the aging of the population.” Measuring the effect of poor health or disability on labor 
force participation is also complicated by a potential bias in self-reporting, including the 
possibility that people who are not working may be more likely to attribute their nonpar- 
ticipation to poor health or a disability, while those who are working may downplay or 
underreport similar conditions. One study that attempted to adjust for possible reporting 
bias found that, in 2006, work-limiting disabilities were likely reducing the overall labor 
force participation rate by at least 2 percentage points, but it is not clear if that number 
has changed significantly over time.""® When looking at self-reported reasons for being 
out of the labor force, the share of nonparticipants ages 25 to 54 who cite a work- 
limiting disability as their primary reason for being out of the labor force was less than 

1 percentage point higher in 2018 than in 1998.17 


Possible contributor: 
Increased incarceration and barriers to workforce reentry 


Another factor potentially affecting labor force participation rates is the significant barrier 
to employment faced by potential workers who were formerly incarcerated, a population 
that increased significantly between the 1970s and mid-2000s.'7° In 2016, more than 

5 out of every 1,000 US adults were incarcerated, and an average of more than 600,000 
people are released from prison each year.'*! One study estimated that, in 2008, 1 in 33 
working-age adults was a former prisoner.'*2 Employment outcomes for former prisoners 
are bleak, with one study finding that only 55 percent of ex-prisoners had any earnings 

in their first full year after release.'*? According to one estimate, the unemployment rate 
among formerly incarcerated individuals ages 25 to 44 was roughly five times higher than 
that of the general population in 2008.’ 
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Figure 19 
Increased incarceration has led to a significant increase in the number of 
potential workers who are ex-prisoners 
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Source: Bureau of Justice Statistics 


Because the incarcerated population tends to be heavily male, a significant number 

of working-age men are either prisoners or ex-prisoners. Among all 30-year-old men 

in the US who are not working, an estimated one-third are either in prison, in jail, or 
unemployed former prisoners.'*° While pre-incarceration employment outcomes also tend 
to be weak for adults who are subsequently imprisoned, making it more difficult to parse 
out the direct effect of incarceration, there are still indications that going to prison has a 
lasting negative effect on employment outcomes, particularly for former prisoners who 
had stable earnings records prior to incarceration.'*6 Abraham and Kearney estimate that 
increases in incarceration rates led to a 0.1 percentage point decline in the share of the 
working-age population that was working between 1999 and 2016.'7’ Even if incarceration 
rates continue to decline, the number of working-age ex-prisoners will likely continue to 
increase for years, making improving labor market outcomes for this population a critical 
and ongoing challenge. 
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Policy solutions 


American labor force participation peaked at just above 67 percent in 2000. Had the 
labor force participation rate in July 2019 been equal to the peak rate from roughly 

19 years earlier, an additional 11.1 million Americans would have been working or looking 
for work.'° Significantly, there is no reason to assume that a labor force participation rate 
of 67 percent represents a ceiling on potential participation or a necessarily desirable 
target. But even if it is difficult to estimate what the ideal labor force participation rate 
should be under current circumstances, there are a number of indications that the US 

is underperforming at a cost to the global economic competitiveness of its employers, 
the well-being of its citizens, and the nation’s economic strength and fiscal health. 
Comparatively low labor force participation by adults with less education, relatively low 
participation by women compared to their international peers, and the potential to better 
utilize the talents of aging workers who want to remain working should be significant 
motivators for policy makers and business leaders concerned about economic growth. 


Had the labor force participation rate in July 2019 been 
equal to the peak rate from roughly 19 years earlier, 

an additional 11.1 million Americans would have been 
working or looking for work. 


Given the challenges to, and importance of, fuller participation, civic-minded business 
leaders need to act and lead. Even in the absence of public policy changes, such action 
and leadership could help to boost labor force participation. It is also what the American 
people expect of their business leaders. For instance, in a 2019 Pew Research Center 
survey, roughly three-quarters of respondents believed it was important for companies 
and other organizations to promote racial and ethnic diversity in their workplace.” In a 
2018 survey, nearly 60 percent of respondents said too few women were in top executive 
business positions, with the majority citing gender discrimination as a major reason why."°° 


In addition to their civic responsibility, business leaders who have benefited from US 
institutions, rule of law, and resources have an enormous and enlightened self-interest 
in proactively supporting the strengthening of the American workforce, and helping 
to ensure that there is a diverse and deep talent pool available to them in the face 

of increasingly challenging global competition. In a 2019 survey conducted by The 
Conference Board, CEOs identified attracting and retaining top talent as their single 
most critical concern among 14 hot-button internal issues."3' With the slowdown in the 
growth of the US labor force, the competition for talent will likely only increase in the 
years ahead. A more diverse workforce may also be its own source of strength.'? A 
survey of global leaders by The Conference Board found that companies with a strong 
track record of cultivating inclusion are often the same ones with a track record of 
continual innovation.'? 
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Business leaders concerned about the national interest and the positioning of their 
companies for the future should strive to recruit and support a diverse workforce and 
design human resource policies to advance these goals. Whether it is finding ways to 
allow older workers to remain working, accommodating parents balancing caregiving 
responsibilities with work, supporting the needs of employees managing chronic or 
serious health conditions, or otherwise accessing talent pools that have typically been 
underrepresented or undersupported in the workforce, the businesses that find ways to 
take advantage of the full potential of the US workforce will have a critical competitive 
advantage over their peers. 


However, if the US is going to draw on the full strength of the American workforce, CED 
believes that private and public action will be needed in concert. Just as it is difficult 

to assess all of the many factors that may have contributed to past declines in labor 

force participation, it is unlikely that any single policy will fully offset expected future 
declines in participation. Instead, policy makers should seek to identify a suite of options 
to incentivize work effort and reduce barriers to participation in order to address many 
different factors that may be weighing on potential workers’ ability and desire to work. 
To this end, CED has identified a series of policy recommendations that business leaders 
and policy makers should champion to help more potential workers connect to successful 
employment opportunities and remain working. 


... if the US is going to draw on the full strength of the 
American workforce...private and public action will be 
needed in concert. 


Making work pay: Expand the Earned Income Tax Credit for 
workers without custodial children 


One straightforward approach to incentivizing more people to enter the labor force is 
to make the benefits of working greater. Expansions of the federal Earned Income Tax 
Credit (EITC) would be a smart way to target potential workers, including younger or 
less-educated adults, whose initial job opportunities may fall on the lower end of the 
income scale. Past expansions of the EITC have already helped to significantly increase 
labor force participation, particularly for single mothers." 
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Figure 20 
EITC benefits are heavily tilted to households with children 


Earned Income Tax Credit maximum benefits for a single/head of household adult 
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However, the existing EITC benefit for adults who do not have primary custodial 
responsibility for a child is very small and has not been expanded since its enactment in 
the 1970s. As a result, even though roughly a quarter of claimants do not have qualifying 
children, some 97 percent of EITC benefit dollars go to families that do.'® Partly due 

to the well-recognized success of the EITC in helping to move parents into the labor 
force, an expansion of the EITC for adults without custodial responsibilities has at times 
enjoyed bipartisan support, including from former President Barack Obama and former 
House Speaker Paul Ryan.'%¢ Glenn Hubbard, a former Chair of the Council of Economic 
Advisers (CEA) during the George W. Bush administration, has written that “increasing 
EITC payments for childless workers and phasing out those benefits more slowly as 
earnings rise can bolster work and inclusion,” and Jason Furman, a former CEA Chair 
during the Obama administration, has similarly written that such an expansion would be 
“well-targeted to improving the incomes and participation rate of workers at the bottom 
who have been left behind by the rising prosperity of the US economy.”"?” 


In addition to making the existing credit more generous, both President Obama and 
Speaker Ryan proposed reducing the age of first eligibility for adults without qualifying 
children from 25 to 21 in order to benefit more early-career workers who have seen 
significant labor force participation rate declines.* A 2014 analysis by the US Department 
of the Treasury and the Executive Office of the President found that an expansion of 

the EITC benefit for workers without qualifying children along the lines proposed by 


38 GROWING THE AMERICAN WORKFORCE www.ced.org 


President Obama and Speaker Ryan would have benefited more than 13 million workers 
already in the labor force, including 3.3 million workers ages 21 to 24, but did not 
directly estimate the number of new workers who would join the labor force as a result 
of the expansion."*? In 2016, the American Action Forum estimated that Speaker Ryan's 
proposal would have increased employment of individuals without qualifying children by 
10 percent, bringing 8.3 million more workers into the labor force."*° 


President Obama also proposed to increase the maximum age of eligibility from 64 to 

66 to avoid having adults without qualifying children suddenly lose their eligibility for the 
EITC before reaching the eligible age for “normal” Social Security retirement benefits. 
According to CEA estimates, increasing the maximum eligibility age would have provided 
an EITC benefit to an estimated 300,000 low-income workers aged 65 or 66. A recent 
evaluation of a demonstration program in New York City that provided a more generous 
EITC-like benefit to adults without qualifying children found that the program led to a 
nearly 2 percentage point increase in employment rates of eligible participants, with the 
positive effects concentrated on women and more disadvantaged men."*' 


Another piece of supportive evidence for the potential labor force impact of expanding 
the EITC to workers without qualifying children comes from the UK, which expanded its 
somewhat-similar Working Tax Credit to people without children in 2003. An analysis 
that compared similar young adult workers just on either side of the age eligibility 
cutoff found that the introduction of the credit increased employment rates by roughly 
2.4 percentage points among eligible workers with lower levels of education." 


CED has long supported the EITC as an important tool for making work financially 
rewarding and has called on Congress to consider expansions and simplifications in 

the past.'*? Given the available evidence, policy makers and business leaders concerned 
about boosting labor force participation and attachment should advocate for Congress 
to significantly increase the generosity of the federal Earned Income Tax Credit for adults 
without custodial responsibilities, including expanding the age of eligibility in order to 
incentivize younger workers at the onset of their working careers and low-income workers 
approaching retirement. 


... policy makers and business leaders concerned about 
boosting labor force participation and attachment 
should advocate for Congress to significantly increase 
the generosity of the federal Earned Income Tax Credit 
for adults without custodial responsibilities, including 
expanding the age of eligibility in order to incentivize 
younger workers at the onset of their working careers 
and low-income workers approaching retirement. 
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The Earned Income Tax Credit 


A 2014 Republican House Budget Committee Report described the federal Earned 
Income Tax Credit (EITC) as “one of the federal government's most effective anti-poverty 
programs,” and a 2016 study by researchers at the University of California, Berkeley and 
the US Department of the Treasury found that the EITC lifted more than 3 million children 
out of poverty each year.'** The EITC provides a means-tested benefit for low-income 
workers that increases with each dollar earned before plateauing and then phasing out 
for workers with annual earnings above a certain level.'*° Over 28 million taxpayers, 
roughly 1 out of every 5 tax filers, claimed the EITC in 2016.46 The generosity of the EITC 
depends on how much income a household earns, the workers’ marital status, and the 
number of dependent children in the household. For example, in order to be eligible for 
the EITC in 2019, a single parent with one child needed to have income below roughly 
$41,100, and a married couple with two children needed to have income below $52,500.'4” 


In 2016, the average annual tax credit was just under $3,200 for an eligible family with 
qualifying children and just under $300 for a family without qualifying children.'48 Since 

it first went into effect in 1975, the benefit for workers with qualifying children has been 
increased several times, roughly tripling the inflation-adjusted value of the average EITC 
benefit claimed.’ In addition to the federal credit, more than half of the states now offer 
some form of a smaller earned income tax credit, typically based on the federal credit. 


A wide range of research suggests that EITC receipt leads to significant positive benefits 
for recipients beyond increased labor force participation, including higher earnings, 
better health, and higher rates of school completion for their children. To the extent that 
the EITC increases work and earnings, it also helps to generate additional payroll and 
sales taxes. Between these additional revenues and reduced spending on health, public 
safety, and other social programs, one recent study has suggested that the cost of the 
current EITC benefit is largely offset by increased tax revenues and forgone government 
spending.'°° If these results are confirmed, the cost of future expansions in the EITC 
benefit may be lower than currently estimated. 


Many criticisms of the EITC or opposition to expansion have focused on the relatively 
high reported improper payment rate.'®*' The IRS estimates that roughly a quarter of 
EITC claims cannot be satisfactorily documented when audited, which would translate 
to roughly $18.4 billion in “improper” EITC payments in 2018.'°* However, the nature of 
how improper payments are calculated and the complexity of EITC eligibility rules as 
they relate to children’s residency and relationships mean the number of payments made 
in error and the cost to government is likely overstated.'°? For instance, in a family with 
separated parents, if the wrong parent incorrectly claims the EITC on behalf of eligible 
dependents but the eligible parent does not claim an EITC on their behalf, the payment 
is recorded as improper even though the net benefit level paid to the family may be 
consistent with their combined eligibility. In that circumstance, the payment is made in 
error but not at a cost to the government. Similarly, if a family with two eligible children 
claims a benefit on behalf of three children, the whole payment is reported as improper 
rather than the portion of the payment made in error. For reasons like these, American 
Enterprise Institute visiting scholar Bruce Meyer has referred to concerns about fraud in 
the EITC program as “overstated.”'* 


40 GROWING THE AMERICAN WORKFORCE www.ced.org 


www.ced.org 


Four other considerations related to improper EITC payments are notable: 


1 Improper payment amounts are likely significantly overestimated by nonre- 
sponses to audit inquiries, even though payments may not have been made 
in error. A 2007 study by taxpayer advocate Nina Olson found that roughly a 
“quarter of taxpayers receiving an [EITC] audit notice did not understand that the 
IRS was auditing their return.”'°° 


2 While the EITC has a high rate of improper payments, it is administered at a 
very low cost relative to most programs aimed toward low-income families. 
Administrative costs make up less than 1 percent of total EITC costs, suggesting 
that the fiscal cost associated with high rates of improper payments is partially 
offset by administrative efficiency.'¢ 


3 The government has enacted some measures to try to reduce improper EITC 
payment rates. Since 2017, the IRS has begun delaying the issuance of EITC 
refunds to provide more time to detect and prevent fraud."% 


4 Given that improper EITC payments are largely driven by incorrect or undocu- 
mented claims related to custodial children, the high improper payment rate 
for the EITC is likely to be a less relevant consideration for potential expansions 
targeting workers without qualifying children. 


Should an expansion of work requirements be considered? 


If making work pay better has been an effective approach for getting more adults to 
work, it stands to reason that making alternatives to work less attractive or less generous 
could also motivate higher labor force participation. A 2018 report by the Council of 
Economic Advisers described adding additional work requirements into programs that 
serve low-income families as potentially “a more effective approach for moving nondis- 
abled working-age parents who are still on the sidelines into the labor force” than efforts 
to increase the returns to work, such as additional increases in the EITC for families 

with children.'*® They cite Medicaid, federal housing assistance programs, and the 
Supplemental Nutrition Assistance Program benefits for adults with children as examples 
of large federal safety net programs that currently lack significant work requirements 

for adults who do not have disabilities that prevent work. In each of the three programs, 
most nonelderly beneficiaries who were not enrolled in a federal disability program 
worked less than 20 hours in a given month.'°? 


Following federal welfare reforms in the 1990s that added work requirements and 

time limits for almost all adults eligible for cash welfare, as well as the expansion and 
growth of income-contingent EITC benefits, federal safety net benefits for adults 
without a disability have become over the past two decades increasingly contingent on 
work.'©° Work requirements were an important part of 1997's Temporary Assistance for 
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Needy Families welfare reform, which appears to have significantly contributed to the 
decline in cash welfare receipt, and very likely played an important role in the increase 
in employment among families that were previously eligible for cash welfare benefits. 
However, EITC expansion appears to have been a larger contributor to increased 
employment rates among families affected by work requirements.’ 


Figure 21 
Labor force participation increased for low-income single mothers in 
the period of EITC expansion and federal welfare reform 
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Note: Single mothers include all women with at least one child under age 18 present in 
the household who do not report being married, regardless of whether a spouse is present. 


Source: IPUMS-CPS, University of Minnesota 


Leaning on the evidence from welfare reform, the Council of Economic Advisers 
concludes that expanding “carefully designed work requirements to noncash welfare 
programs” could lead to “major increases in the work effort of nondisabled working-age 
adults, potentially helping recipients and their families.”'°* However, carefully designing 
work requirements poses significant challenges. Income enhancements like the EITC 
generally do not risk much harm to families with adults who are incapable of meeting 
certain levels of work effort, even if it excludes those families from the enhanced benefit. 
By contrast, while work requirements may incentivize a significant share of adults who 
would otherwise be unwilling to enter the labor force, it may punish some who are unable 
to satisfy the work requirements rather than just those who choose not to. 


To give some sense of the complexity, consider the treatment of adults with a disability 
who are not currently receiving a federal disability benefit. A well-designed work 
requirement policy would likely need to verify and enforce exceptions for work-limiting 
impairments that do not qualify for federal disability benefits because they are expected 
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to be too temporary. Additionally, there would likely need to be some exception for 
adults in the process of qualifying for long-term federal benefits, an uncertain process 
that often takes several months to reach conclusion, or else risk sanctioning adults with 
severe disabilities without other sources of federal support. 


Attempts to carefully establish work requirements must also contend with the volatility 
that is characteristic of the low-income labor market. For instance, an analysis of SNAP 
recipients ages 18 to 49 without dependents found that roughly 75 percent worked 

at some point over a two-year period, and a majority worked more than an average of 
20 hours per week in at least one month.'** However, more than 40 percent of those 
who worked more than 20 hours per week for at least one month also spent at least one 
month during the two years unemployed, out of the labor force, or working less than 
20 hours per week on average. It's possible that some portion of that volatility is the 
result of considered decisions on the part of those workers, but it seems unlikely that 
the high level of churn is entirely the product of voluntary decisions. Considering that 
pattern, it is easy to see how setting a monthly work requirement of 20 hours per week 
on average that was not sufficiently flexible might unintentionally lead to a high rate of 
sanctioned workers. As Ed Dolan, a senior fellow at the Niskanen Center, points out, it 
is also likely that workers dealing with substance abuse issues or mental health impair- 
ments that make sustained work engagement over long periods more difficult would 
be particularly vulnerable to sanction unless (potentially hard-to-implement) exemp- 
tions were in place.'® 


Finally, evidence from welfare reform can also be useful in highlighting some of the 
challenges posed even in the context of relatively successful work requirements. A 
review of studies following mothers who had left welfare found that while most found 
employment, one-third to one-half of mothers who had formerly received cash welfare 
were not employed when surveyed, typically within the next six months to a year." 
Because the review looked at multiple state-based studies, it can be difficult to gener- 
alize; but in most instances, the average family was earning below poverty levels, before 
factoring in benefit transfers, suggesting that many families may not have been immedi- 
ately made better off materially as a result of moving from welfare to work. 


No matter how well designed the program, the benefits of imposing work requirements 
must be balanced against the harm caused to those who fail to meet them. Extending 
work requirements to a wider array of noncash benefits means less support will be 
available to the families of sanctioned adults than was the case during welfare reform. 
For instance, many of the families leaving or sanctioned off the Temporary Assistance 

to Needy Families program likely were receiving or eligible for nutrition (SNAP), health 
insurance (Medicaid), or housing assistance that they would potentially be ineligible for if 
work requirements were extended to those noncash welfare programs. 
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The federal minimum wage and labor force participation and attachment 


If making work pay better is a potentially effective strategy for increasing labor force 
participation, should federal policy makers also consider changes to the minimum wage 
to induce more people to enter the workplace or work more hours? The most recent 
increase of the federal minimum wage, to $7.25 per hour, went into effect in July 2009." 
A worker consistently earning the minimum wage for 40 hours of work per week would 
earn about $15,000 in wages over the course of a year, leading to an income roughly 

20 percent above the poverty guideline level for a single-person household in 2019.'8 
Among individuals working at least 30 hours a week, roughly 14 percent of Americans 
reported making $15,000 in income or less in 2018." 


Because the federal minimum wage is set in statute and not adjusted for changes in 
prices, the inflation-adjusted value of the minimum wage can decline significantly before 
the next minimum-wage increase. For example, the inflation-adjusted value of the federal 
minimum wage has declined roughly 15 percent in the 10 years since it was last increased, 
though it remains more valuable than it was just prior to the increases that went into 
effect in 2007-2009." The current federal minimum wage is significantly less valuable 
than at its peak in the late 1960s, when it was likely worth an estimated $10 per hour 

in today’s terms."”" 


Another way to look at the federal minimum wage is in terms of its value relative to the 
median wage. In 2017, the US had the lowest federal minimum hourly wage relative to 
the average wages of a full-time worker of any OECD country.'”” Forty years ago, in order 
to reach the median weekly earnings of a full-time worker, an American worker would 


Figure 22 
The value of the federal minimum wage has declined significantly from its 1968 peak 
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have had to work roughly 80 hours at minimum wage."”? By comparison, in 2018, it would 
have taken more than 120 hours of minimum-wage work to reach median weekly wages. 
By that standard, a minimum-wage worker in 1979 was earning roughly the equivalent of 
$11.25 per hour today. Because the EITC has become relatively more generous for eligible 
workers with children, some minimum-wage workers, especially those with multiple 
children, receive a boost to their hourly income from the EITC that helps to close a signif- 
icant portion of the gap between the minimum and median wage in 1979 and today. 


Figure 23 
Minimum wage has grown more slowly than median wage for much of the past 
40 years 
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In 2018, only roughly 1 percent of wage and salary workers earned the hourly federal 
minimum wage.'” A smaller share of hourly employees were directly affected by the 
minimum wage in 2018 than at any time in the past 50 years.’”° One reason for fewer 
workers being affected by the federal minimum wage is that 29 states and the District 
of Columbia, representing roughly 60 percent of the population ages 18 to 64, have 
instituted state minimum-wage laws at higher levels than the federal law.'” As a result, 
nearly 9 in 10 workers who earn the minimum wage for their state or locality are earning 
an hourly wage above the federal minimum.'”” By one estimate, adjusting for the local 
prevailing minimum wage, the average American lives in a place where the effective 
minimum wage is nearly $12 an hour.’ 


Because the federal minimum wage serves as a national hourly wage floor, and states 
and some localities have an ability to raise their own statutory minimum wages to match 
regional conditions, policy makers considering increases in the minimum wage as a 
potential tool for incentivizing labor force participation need to be particularly sensitive 
to the risks that a high federal minimum wage will distort labor markets in low-cost-of- 
living, low-wage states and localities.’ 
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By making low-wage jobs relatively more attractive, a higher minimum wage would be 
expected to increase potential workers’ willingness to work.'®° However, unlike an income 
subsidy, an increase in the minimum wage may reduce the total number of available jobs 
or available work hours as employers attempt to use less low-wage labor to compensate 
for increased costs.'®' Even if most workers affected by an increase in the minimum- 

wage benefit from higher average incomes, some number of younger, less-educated, 

or less-experienced workers may face a particular risk of being shut out of employment 
opportunities or spending longer stretches with few or no work hours.'®? Of the 1.7 million 
workers who were paid the federal minimum wage in 2018, nearly half were under age 25, 
and more than half were part-time workers."® 


Breakdown of workers earning minimum wage 


Number of people at or below the federal minimum wage has been on the decline 


HEE Share of total wage and salary workers at or below federal minimum wage* 


1979 2018 
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Source: Bureau of Labor Statistics. 


In practice, few studies of minimum-wage increases to date have demonstrated large 
effects on overall employment, either positive or negative, though most increases that 
have been studied have been relatively modest."** Declines in the relative value of the 
minimum wage do suggest that the incentives for low-income work may be well below 
what they have been in the past. But while there may be other justifications for an 
increase in the minimum wage, policy makers concerned with the potential effects of a 
minimum-wage increase on labor force participation do not have many guideposts for 
evaluating the likely impact of large increases. This lack of guideposts could change with 
time, as more states and localities pursue comparably large increases relative to past 
historical experience.'® 
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Reducing barriers to participation through matching 
and mobility 


In reviewing the potential reasons for labor force participation declines, Brookings 
scholars Eleanor Krause and Isabel Sawhill concluded that there was “a growing gap 
between the skills demanded by today’s employers and those supplied by the labor 
force” and that “a general lack of the right education and skills” is one of the three most 
important reasons why some prime-age adults were not working."® In theory, a growing 
mismatch between worker skills and employer needs could be contributing to declining 
labor force participation, though the evidence of it is not clear."®” Particularly after being 
displaced from a job where their skill set had been well compensated, some workers 
may eventually leave the labor market, temporarily or altogether, rather than accept a 
lower-paying job that doesn't utilize their skills, or that values those skills at what the 
workers believe to be unacceptably lower levels.'®® The delay in finding a match, if it 
persists for long enough, can itself be harmful, as the value of workers’ existing skills 
continues to erode.'®? 


Meanwhile, some employers may struggle to find a deep-enough pool of prospective 
workers with the specific skills they desire when those skills are relatively new.'”° As a 
result, faced in the short run with a shortage of needed workers or labor costs driven 

to levels that threaten the perceived viability of a product or even their core enterprise, 
employers may create fewer jobs, which in turn reduces opportunities for participation.'! 


From the perspective of a policy maker concerned about labor force participation, an 
important consideration is whether some of these mismatches or shortages may be the 
product of information or geographical limitations that could be overcome. Employers’ 
hiring pools are limited to potential employees who are aware of and apply to an 
opening. Employees may have skills that are more in demand and valuable somewhere 
other than where they are looking for work. Pursuing policies that effectively reduce 
those barriers, particularly for workers involuntarily separated from employment and at 
greater risk of leaving the labor force for an extended period, may be worthwhile. 


Necessarily, separated workers assessing their job search options face challenging trade- 
offs. For example, a worker must sometimes choose between accepting an employment 
offer that is secured relatively quickly, but at reduced hours or a lower wage, or holding 
out for the possibility of a better match that could be found with additional time. In a 
circumstance where the better match never materializes, forgoing the earlier employment 
option, which may not remain available, could be costly. These complications can lead 

to seemingly contradictory policy goals, where there is potentially a public interest in 
both facilitating longer or more far-reaching searches to help workers and employers find 
higher-value matching opportunities, and ensuring that workers transition more quickly 
to new opportunities to avoid the risk of an extended spell out of the labor force with 
declining skills.17 


Providing job search assistance can be one effective route to helping unemployed 
workers more quickly connect to available job opportunities. A federally funded 
Reemployment Eligibility and Assessment (REA) program that provided low-cost 
job-search assistance to randomly assigned unemployed workers in Nevada increased 
employment rates by roughly 3 to 5 percentage points in the six years after services 
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were received and increased total wages.'” The relatively large impacts estimated 

in Nevada from fairly low-cost, low-intensity assistance were a surprise given that 
past demonstrations of similar programs had produced more modest results.'4 A 

US Department of Labor—-funded multistate evaluation of REA programs is expected 
to be completed in 2019 and will provide further evidence of the degree to which 
reemployment services can be effective.’ Recognizing the success of the Nevada 
program, in February 2018, Congress approved a dedicated federal funding stream 
to support state reemployment services efforts.'7° Now, it will be critical that business 
leaders and policy makers push states to deliver high-quality and effective services 
informed by the evidence of what works best. 


Another approach to improving job matching would be to lower existing barriers to 
switching jobs. By one estimate, nearly 1 in 5 labor force participants were bound by a 
noncompete agreement in 2014, agreeing not to work for competing employers within 

a specified industry, and possibly geographic area, for a set period of time after leaving 
employment.'” Although noncompetes are generally thought of as tools to protect 
trade secrets in high-income, high-skill fields like technology, roughly 12 percent of 
workers without a bachelor’s degree earning less than $40,000 annually have signed a 
noncompete, and some 30 percent of US workers do not know whether they have signed 
one." The targeting of workers without college degrees, who are less likely to have 

had access to highly valuable training or trade secrets; the fairly common practice of 
requesting workers sign a noncompete agreement only after accepting a new job; and 
the use of noncompetes in states where they are not legally enforceable has led some 
commenters to raise the concern that noncompetes are being used inappropriately 

and limiting or chilling employment options beyond what existing state laws intend.'” 
Noncompete agreements are generally governed by state law, but in recent years, some 
Republican and Democrat lawmakers have separately introduced federal legislation that 
would alter the rules around noncompete clauses. In March 2019, a bipartisan group 

of US senators asked the Government Accountability Office to study the prevalence of 
noncompete agreements in low-wage occupations.?° 


Similarly, franchise no-poaching agreements, which prevent managers from hiring 

an employee working elsewhere within a franchise, sometimes without employees’ 
knowledge of the ban, have also drawn scrutiny for restricting employment options for 
low-income workers.”°' In 2018, Democrats in the House and Senate introduced legis- 
lation to ban such agreements, and the Washington State Attorney General announced 
that seven fast food chains had agreed to drop no-poaching clauses from their franchise 
agreements, likely due in part to media attention and political pressure.? 


Additionally, occupational licensing requirements have attracted attention as a possible 
barrier to more widespread participation in the labor force, restricting a worker's ability 
to move to the best possible economic opportunity.7°? In 2018, nearly 1 in 4 workers 

held a certificate or license.? Licensing requirements play a significant role in relatively 
low-wage occupations and affect a significant share of workers in fields that don’t 

require a college degree. Roughly 16 percent of employed workers with a certificate 

or license in 2018 had less than an associate degree.*°> While well-designed licensing 

can be a form of safety protection in activities with a risk of serious harm or a form of 
consumer quality assurance, it is unclear whether licensing is delivering on those intended 
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benefits.2°° On the other hand, poorly designed licensing requirements can increase 
barriers to employment or, if requirements vary across jurisdictions, make it more difficult 
for workers to move to better employment opportunities.2” Generally, the trade-off 
between current levels of licensing and employment is hard to define, but one recent 
estimate suggests that licensing requirements could be reducing total employment by 
hundreds of thousands of jobs.?% 


Licensing requirements play a significant role in relatively 
low-wage occupations and affect a significant share of 
workers in fields that don’t require a college degree. 


In recent years, CED has called particular attention to the need to continuously review 
and revise regulations, including occupational licensing requirements, to ensure that they 
remain “smart”: necessary for addressing important concerns and rigorously assessed 

to ensure that net benefits are maximized over time.”°? In keeping with that call, there 
has been significant bipartisan focus on improving occupational licensing practices, 
including modest efforts to encourage reform supported by both the Obama and Trump 
administrations.2"° A review by the National Conference of State Legislatures found that 
several states had “proposed legislation to remove or lessen occupational requirements 
that were believed to stifle employment growth.”2" In 2019, Arizona became the first 
state to uniformly recognize out-of-state occupational licenses.*’* At a state and local 
level, policy makers should be strongly encouraged to reconsider whether existing 
occupational licensing requirements remain appropriate, work to document when 
requirements are aligned with a meaningful demonstration of competency and when the 
social benefits of requiring licensing outweigh the costs, and, particularly for occupations 
where the likely magnitude of harm from unlicensed practitioners is limited, recognize 
licenses granted in other states. 


Better and faster job matching may also be facilitated by providing support for 
unemployed workers to move for a new job. In general, Americans have never been less 
likely to move in the post-World War II period than they are today.?'° By several measures, 
Americans have become less likely to move jobs or move to areas where there are greater 
employment opportunities.* Despite past indications that Americans were relatively 
quick to move in response to better economic opportunities elsewhere, since the 1980s 
Americans have become less likely to move out of states that experience adverse labor 
market outcomes, like high unemployment rates.*° There are many potential reasons 

for declining geographic mobility, including the possibility that the economic returns 

to moving for workers without a college degree have declined.?'* With the rise of 
two-earner families, relocating for work may have increased in complexity, with the best 
employment opportunity for one partner not necessarily producing the best combined 
outcome when both partners’ circumstances are considered. However, the reduction in 
geographic mobility is likely disproportionately hurting lower-income, underemployed, 
or unemployed Americans, since the people most likely to leave their local labor market 
tend to be higher income and more educated.”” If the cost of relocating is depressing 
geographic moves to better employment opportunities for part-time or unemployed 
workers, then policy could play a role in increasing labor force participation. 
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Figure 24 
Americans are relocating less than in the past 


Percentage of US population that moved to a different county during the prior year 
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Source: US Census Bureau 


Evidence from Germany suggests that subsidizing the cost of moving to further away 
places makes it more likely that an unemployed worker will receive higher wages and 
spend longer employed in his or her new job.?"8 An analysis of a Kentucky program that 
provided moving assistance to welfare recipients for purposes of relocating for a new job 
similarly suggested that mobility subsidies were helpful in increasing the employment and 
wages of recipients.?’” In part, just offering a subsidy appears to help improve job-finding 
outcomes by encouraging unemployed workers to search for more distant jobs than they 
otherwise would.?° 


Though there are reasons to be skeptical about whether declining mobility is a barrier to 
better employment rather than a symptom of other changes in the economy, efforts to 
increase mobility are worth testing as a potentially promising route to improving labor 
force participation and attachment outcomes, particularly if mobility can increase the 
quality of the match between employers and employees. Additionally, recent research 

on the effect of place on economic outcomes has raised the possibility that increasing 
mobility may be an important long-run tool to promoting better future economic 
outcomes for children. However, policy makers will have to grapple with the consequence 
that increased relocation from economically depressed or declining areas may contribute 
to those areas becoming economically weaker. 
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The effect of place on economic outcomes 


A growing body of literature suggests that place can be a limiting factor in achieving 
one’s potential, especially for children. Work by Raj Chetty and Nathaniel Hendren 
identified how, for children and young adults, changing neighborhoods could have signif- 
icant positive or negative effects on eventual college attendance and earnings, based on 
the characteristics of residents in the new neighborhood and how long the young people 
spent there.22! Similarly, a study in Iceland showed that a forced move resulting from a 
natural disaster sharply increased earnings and education outcomes for movers under 
age 25 compared to others in the same area who did not move. In the Icelandic example, 
the gains occurred even though the movers generally moved to an area with lower 
average incomes. One possibility is that gains were due to movers going to areas where 
there was more economic diversity, suggesting that moving from even relatively high- 
income areas can be an advantage if the mix of available occupations does not match a 
would-be mover’s talents.722 

Other research on the effect of place on economic outcomes suggests that people living 
in local areas particularly hard hit by the Great Recession still had worse employment 
outcomes several years after the recession ended, compared to similar workers living in 
areas that fared better.?*3 A study of children forced to relocate from a disadvantaged 
neighborhood when their family’s public housing in Chicago was demolished found that, 
as adults, those displaced children were 9 percent more likely to be employed and had 
average earnings 16 percent larger than children who had grown up in nearby public 
housing where no relocation was necessary.*“ One study of the individual tax returns of 
New Orleans residents forced to relocate as a result of Hurricane Katrina found that in 
the years shortly after their relocation, they economically outperformed similar groups of 
workers in comparable cities unaffected by the storm.?* If additional evidence mounts 

in the years ahead concerning the role of place on economic outcomes like earnings and 
employment, particularly for young children, policy makers and business leaders will have 
to take into account the potentially important policy role mobility could play in harnessing 
the full talent of the American workforce. 


Another approach that could be further explored to help shorten unemployment spells 
or reduce the risk that an unemployed worker falls out of the labor force entirely is wage 
insurance.*”¢ Typically, wage insurance proposals try to incentivize displaced workers to 
find new employment more quickly by providing a time-limited payment that partially 
makes up for the difference between lower wages received in a new job compared with 
higher wages previously received at a job from which a worker was laid off.?2” If labor 
force participation is lower than it would otherwise be because some workers who have 
been let go are giving up when they cannot find new employment at similar wages, 
wage insurance proposals could be an effective way to incentivize them into settling 
for a lower-paying job more quickly. By reducing what employers need to initially pay to 
attract and hire a displaced worker, the wage insurance benefit can help employers and 
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employees find a match and provide a financial bridge to the worker until he or she is 
able to command a higher salary, thanks to on-the-job training and experience, without 
the subsidy. At a minimum, wage insurance should help displaced workers recover some 
of the wages they would have otherwise lost. 


However, the evidence on the effectiveness of wage insurance on increasing labor force 
participation is thin.27° Currently, the US operates a small wage insurance program, origi- 
nally enacted under President George W. Bush, called Alternative Trade Adjustment 
Assistance (ATAA). ATAA is targeted to workers over age 50 who have been separated 
from employment due to international trade, but it serves fewer than 4,000 workers per 
year and has not been well evaluated.??? Canada operated a somewhat more generous 
wage insurance demonstration program from 1995 to 1998, finding that it increased 
workers’ willingness to accept lower-paying full-time jobs but that the impact on the 
speed with which workers reentered the labor force was not long-lasting.?°° 


Critiques of wage insurance proposals have typically centered on fears that they might 
incentivize workers to settle for permanently lower wages too quickly, or that wage 
insurance benefits would be relatively expensive or less efficient compared to other types 
of financial incentives or reemployment services.”*! These misgivings notwithstanding, 
wage insurance appears to be an effective way to reduce the income loss suffered by 
many displaced workers. 


Especially when considering the possibility that disruption from employment may occur 
more frequently in the future, particularly if automation and other technological changes 
proceed at a faster pace than has been the historical norm, evaluating the effectiveness 
of interventions that could help employers find a deeper pool of skilled workers and 
help workers reattach to the labor force more quickly or at higher wages should be a 
high priority. Mobility assistance and wage insurance could be two potentially effective 
approaches to intervention. Policy makers and business leaders concerned about labor 
force participation and attachment should support federal funding for high-quality 
demonstration projects focused on boosting mobility or testing wage insurance as a 


common-sense and prudent step forward.?%4 
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The role of improvements in education and training as a path to 
higher labor force participation 


If a growing share of the potential workforce is being kept from employment due to a 
lack of in-demand skills, or if the change in employer-desired skills is occurring faster 
over time, boosting labor force participation may require a more forward-looking set 

of policy improvements and investments to train and retrain workers to better meet 
rapidly evolving demands.”*? Beyond efforts to incentivize potential workers into the 
labor force or reduce existing barriers to participation and attachment, more funda- 
mental improvements in the education and training of workers may be required. An 
effective system that can steer would-be workers toward skills in high demand and short 
supply is badly needed. 


Concerns about the American education system’s ability to educate and train its citizenry 
to remain internationally competitive and keep up with demands for new skills in periods 
of technological change and innovation have been perennial.?34 In 2016, nearly 3 out of 
10 adults thought that a four-year college degree failed to adequately prepare students 
for a well-paying job in today’s economy. Roughly two-thirds of workers said the need to 
improve skills was greater than in the past 20 to 30 years, and more than 70 percent said 
that that need would grow over the next 20 to 30 years.”°> 


Unfortunately, the task of determining what skills will be needed is challenging—a 2016 
National Academies of Sciences report on technology and the workforce noted that 
“the United States has a poor track record of predicting future workforce skills”—and 
the potential magnitude of the need to reskill midcareer workers is large.7*° American 
employers surveyed by the World Economic Forum for its 2018 Future of Jobs report 
estimated that more than a quarter of their current workforce would need at least three 
months of training to keep pace with the necessary skill requirements of their roles by 
2022.79” In a 2016 survey, more than half of labor force participants ages 30 to 49 said 
that ongoing training would be essential throughout their working lives, and 35 percent 
said that they currently needed more education and training in order to get ahead in their 
current jobs or careers.7°8 


In examining the role of business leaders, CED has called for employers to make a strong 
commitment to further opportunities for the training and higher educational attainment 
of their employees, while highlighting business leaders who have championed that effort 
in their own communities and firms.?%’ In recent years, CED has also addressed some 

of the policy changes that could help modernize and reinvigorate higher education, 
examined the merits of apprenticeships, worked with business leaders and parents to 
understand community-driven approaches that can build support for successful transi- 
tions into the workplace, and put forward recommendations to improve the noncollege 
pathways to successful careers, including uncovering and utilizing competencies that 

go unnoticed because of a lack of formal educational qualifications.”° As part of its 
commitment to improving American prosperity and global economic leadership in 

a rapidly changing 21st-century economy, CED will continue to provide analysis and 
reasoned policy solutions to address the challenges and opportunities to directly improve 
career readiness and midcareer job training. 
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Reducing barriers to the full labor force participation and 
attachment of working parents 


American female labor force participation rates were high compared to other OECD 
economies throughout much of the second half of the 20th century, but the US has fallen 
sharply behind its peers over the past two decades. While American men have also 
experienced sharper relative declines in participation than men in other OECD countries, 
the relative decline among women has been significantly more pronounced.’ This 
pattern has led to apparent mysteries. For instance, prime-age American women with 

at least a four-year college degree were roughly 4 percentage points less likely to be in 
the labor force in 2018 than similarly educated Canadian women. But among similarly 
aged and educated Canadian and American men, participation rates have been largely 
identical over the past couple of decades.*4? While it could reflect country-specific differ- 
ences in demographics, cultural norms and preferences, or economic conditions, relative 
changes in female labor force participation across countries suggest that public or private 
policy differences that particularly affect women’s ability or willingness to work could 

be contributing.” 


Figure 25 
American women participate at lower rates than Canadian women with similar 
levels of education 


Labor force participation rates of women, ages 25 to 54, by education and nationality 
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In a 2017 speech, then-Chair of the Federal Reserve Janet Yellen warned that not 
addressing barriers to women’s workplace success would “squander the potential 

of many of our citizens and incur a substantial loss to the productive capacity of our 
economy at a time when the aging of the population and weak productivity growth are 
already weighing on economic growth.”* In a 2018 report, CED identified helping skilled 
workers, particularly well-educated mothers, return to work following a career break as an 
important avenue to boosting economic growth.245 
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In terms of family-friendly labor market policies, the US is reasonably considered 

an outlier compared to many advanced economies, most of which have signifi- 

cantly expanded the generosity of such policies over the past several decades.“ For 
example, the US is the only OECD country not to offer a federal paid leave entitlement 
for mothers.” The US also has among the lowest levels of public spending on early 
childhood education and care across OECD countries.” In 2015, only about one-quarter 
of children in low-income families who were eligible under state-defined rules for a 
childcare subsidy through the Child Care and Development Fund received support.” 


...the US is the only OECD country not to offer a federal 
paid leave entitlement for mothers. The US also has 
among the lowest levels of public spending on early 
childhood education and care across OECD countries. 


Figure 26 
The US spends less on early childhood education and care than most 
advanced economies 


Public spending on childcare and early education as a share of GDP, 2015 
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Analyzing the differences in labor force participation between American and Canadian 
women since the late 1990s, researchers at the Federal Reserve Bank of San Francisco 
attribute much of the difference to Canadian policies that support parental attachment 
to the labor force, and particularly state-subsidized parental leave.*° Research focused 
on expansions of Canadian parental leave protections and benefits found that policy 
changes contributed to significant increases in the number of mothers who remained 
employed, and with the same employer, following a birth.?°" 
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Similarly, a 2013 study estimated that the American prime-age female labor force partici- 
pation rate could have been as much as 4 percentage points higher if the US had adopted 
a more beneficial set of parental leave and part-time worker protection policies. 


Although mostly promising, evidence that policies supporting parental attachment to 
work, such as paid parental leave, childcare subsidies, and part-time worker protections, 
increase female workforce participation is not always clear cut.2°> Countries with more 
liberal leave and part-time work policies also generally feature a larger share of women 
working part time and fewer women in high-ranking positions compared to the US. Blau 
and Kahn note that more than half of the increase in labor force participation implied 

by the policy changes studied likely would have come in the form of increased part-time 
work, and suggest that there may be a trade-off between policies supporting higher 
rates of female labor force participation and women’s advancement at work. As noted by 
the AEI-Brookings Working Group on Paid Family Leave, these potential trade-offs could 
be minimized through program designs that reduce gender differences in parental leave 
usage.*** Additionally, as researchers Claudia Goldin and Joshua Mitchell have pointed 
out, some of the differences in prime-age female labor force participation rates between 
the US and OECD countries with highly subsidized leave policies are based on the large 
number of women who are counted as being in the labor force during the period of their 
paid parental leave.?°° 


Subsidized childcare appears more likely to increase women’s labor force participation 
and attachment than parental leave alone, assuming the benefit is well designed.*°¢ For 
example, there are promising indications that providing full-day preschool services could 
be an effective work support for mothers of young children. A study in England found 
that the provision of free part-day preschool had little effect on parents’ labor market 
outcomes, but free full-day preschool allowed for significantly higher labor force partici- 
pation.?°” Similarly, the introduction of universal full-day preschool for all three- and 
four-year-old children in Washington, DC, coincided with a large increase in the labor 
force participation of mothers with young children.?°° 


The Committee for Economic Development of The Conference Board has long supported 
a national strategy to ensure that all children are able to engage in effective, high-quality 
early childhood education from birth to age five, beginning with those in the greatest 
need, as one of the most effective routes to improving the lives of children and securing 
the future economic strength of communities and the nation.” If full-day high-quality 
preschool can also be a route to improving America’s economic competitiveness in the 
short term through the contributions of the parents of preschoolers, then that possibility 
should be considered in thinking through the benefits and trade-offs of different 
approaches to preschool. State governments are already spending an estimated $8 billion 
annually on preschool programs that reach more than 1.5 million three- and four-year-old 
children, many of whom are in part-time settings.*°° Congress and philanthropic 
organizations should fund evaluations of high-quality preschool expansion in different US 
settings that can help to define the potential effects on parental labor force participation 
for consideration, alongside children’s development, in the benefit-cost trade-offs 
involved in preschool program design. 
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The Conference Board has long supported a national 
strategy to ensure that all children are able to engage 
in effective, high-quality early childhood education from 
birth to age five, beginning with those in the greatest 
need, as one of the most effective routes to improving 
the lives of children and securing the future economic 
strength of communities and the nation. 


Whether or not family-friendly labor market policies can be an effective route to 
increasing female labor force participation, there continues to be a strong need for 
private-sector leadership in solving the challenge of how to support parents in the 
workplace. For instance, there are indications that women with young children highly 
value the opportunity to work from home and avoid irregular or shifting schedules.2“ 
CED has a long history of advocating for employers to recognize the mutual benefit in 
taking any necessary steps to increase opportunities for working parents and otherwise 
meet the diverse needs of a modern workforce.” That private-sector role, reducing the 
barriers to labor force participation of employees with caretaking roles, will continue to 
be critical to drawing out the full potential of the American workforce. 
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Alternative approaches to reducing labor force barriers for 
working parents 


Policies that provide a direct benefit like paid leave and childcare will only reduce 

barriers to labor force participation or attachment for beneficiaries in a position to use 
them. For example, one study of California's Paid Family Leave program estimated that 
only 45 percent of new mothers and 9 percent of new fathers made use of the benefit 

in 2014.2¢3 Similarly, the effectiveness of a childcare subsidy, including the availability of 

a free “seat” in a preschool classroom, in reducing barriers to employment is going to 
depend on parents being able to find eligible care that suits their employment schedules 
and quality requirements. However, there are likely to be trade-offs between providing 
more direct forms of family-friendly work support versus providing more flexible benefits, 
such as reduced tax liability. 


Tax policy may provide effective alternative levers for the labor force participation of 
parents. This may be especially true to the extent that broader income tax policy is 
potentially contributing to lower labor force participation through a “second-earner 
penalty,” which imposes a higher marginal tax rate on a second earner within a married 
couple.*°* As outlined by researchers Melissa Kearney and Lesley Turner, low-income 
families may face particularly sharp marginal tax rates if the second earner’s income 
pushes them further along the phase-out range of means-tested benefits, since 
additional income is traded off against reductions in benefits received from income 
support programs like EITC or SNAP and additional work-related costs, including for 
childcare and transportation.2°° 


In the past, there have been proposals from both Republicans and Democrats to 

address second-earner penalties. For example, while running for president, former 
Governor Jeb Bush proposed to reduce marginal income tax rates for second earners 

in a married couple to those of an individual filer.26° The Obama administration had 
previously proposed a means-tested tax credit of up to $500 on second-earner income.” 
By reducing the marginal tax rates faced on a first dollar of earnings, second-earner 

tax policies could help increase labor force participation rates by making a spouse's 

work more rewarding. 


Currently, most working families with dependent children under age 17 are eligible for 

a means-tested, partially refundable Child Tax Credit (CTC).76° Changes or supplements 
to the CTC, such as increasing the benefit for lower-income parents or for the parents 

of particularly young children, could be tailored to incentivize greater labor force 
participation for families who face particularly sharp cost barriers. But providing broad 
relief to working parents through the tax code risks having unintended effects on labor 
force participation. For example, while a more generous CTC may induce some parents 
to enter the labor force, it could also allow others to take additional time out of the labor 
force to provide childcare. While the policy outcome of parents being able to afford more 
time providing childcare may be desirable, it may diminish intended positive labor force 
participation and attachment effects.” 
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Reducing the barriers to participation for older workers 


Between 2001 and 2011, the share of adults ages 65 to 69 working or looking for work 
increased by about a quarter, or 7 percentage points, and by 2018, roughly 1 in 3 adults 
in that age group remained in the labor force.?”° As the workforce has aged, a greater 
share of older Americans continuing to work has helped to prevent a shrinking of the 
workforce. Americans also appear to be increasingly unhappy with retirement, suggesting 
that there could be more older Americans potentially willing to work longer. The share of 
newly retired adults who report being dissatisfied with retirement doubled between 1998 
and 2014, to 16 percent.?”! 


In a different survey, more than 40 percent of retirees indicate that they left the 
workforce earlier than they had planned, citing health problems, a disability, and changes 
at their company as the most common reasons for earlier-than-expected retirement. 

The same survey indicates that roughly 80 percent of workers approaching retirement 
say they expect to work for pay at some point after they retire, while only 28 percent of 
retirees report having worked for pay since retiring.?”? Preserving and expanding upon 
the increased participation of older workers could be one potential avenue for boosting 
overall labor force participation. 


More than 40 percent of retirees surveyed indicate that 
they left the workforce earlier than they had planned... 


One reason for the increase in older Americans working is their increased longevity and 
relatively strong health at later ages. More than 9 out of 10 workers ages 55 to 60 report 
good health, according to a 2019 Brookings report. Another potential contributor to 
higher levels of labor force participation by older Americans could be that a slowdown 

in the growth of educational attainment that occurred between the mid-1970s and 
mid-1990s, especially among men, has led to an older-age workforce that is only 
somewhat less likely to have completed a college degree than younger cohorts.?”3 But 

if older workers look more like younger workers from a health and education standpoint 
than they have in years past, there are still a number of barriers to their fullest partici- 
pation. A Senate Special Committee on Aging report identified age discrimination, 
managing health conditions and disabilities, and balancing caregiving responsibilities with 
work as some of the critical challenges facing older Americans in the workforce.?” 


For these and other reasons, older workers appear to face steeper barriers to returning 
to the labor force after a disruption compared to younger counterparts. While older 
workers are less likely than younger workers to lose their jobs on average, this statistical 
difference appears to be largely the product of longer average tenures with employers. 
When comparing workers who have been with an employer for a similar length of time, 
men in their 50s are more likely than younger workers to become displaced due to a 
layoff or quit due to job dissatisfaction.2”> A study of workers over 50 who had spent at 
least five years with the same employer found that more than a quarter of such workers 
were subsequently laid off before reaching retirement.2” 
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After losing their jobs, older workers may struggle to secure new employment. One 
study found that men ages 50 to 61 who lost their jobs and continued searching for 
employment were nearly 40 percent less likely to be reemployed in any given month 
than otherwise identical workers ages 25 to 34 who had similarly been displaced.?”” On 
average, experiencing an involuntary job loss after age 58 leads an older worker to retire 
14 months earlier than would otherwise be expected.” 


Older workers perceive illegal age discrimination to be a large barrier to employment 
opportunities, with one study finding that a third of Americans over age 50 believe 

that they, or someone they know, have been victims of workplace discrimination based 
on age, according to a 2017 report from Brookings senior fellow Gary Burtless. One 
possible reason why age discrimination could be an issue is that employing older workers 
increases the average cost of providing health insurance coverage to employees.””? For 
older workers looking for new jobs, employers may also worry that the fixed costs of 
hiring and training a new employee may be less likely to be recouped for a worker closer 
to potential retirement age. 


Discrimination likely contributes to when, or why, older workers leave the labor force. 
Nearly 40 percent of new retirees responding to the Health and Retirement Study survey 
in 2014 reported feeling “forced” to retire for reasons not of their own choosing.”®° An 
analysis of workers over age 50 who had worked steadily for a single employer for at least 
five years found that 15 percent of them reported ultimately leaving those jobs due to 
deteriorating working conditions or pressure from their employer.”°" 


It is possible that stronger enforcement of existing antidiscriminatory laws, or a tight- 
ening of those laws, could reduce age discrimination on the margin.”®? But given the 
ongoing challenge of age discrimination in the face of such laws, it is worth considering 
whether other approaches could also be effective. For example, piloting public infor- 
mation campaigns that lay out the business case for hiring older workers could be a 
relatively low-cost effort to counter potential employer concerns that could be motivating 
some discrimination.?°° 


However, if age discrimination is partly motivated by the higher cost of providing health 
insurance benefits when employing older workers, the most effective route to reducing 
discrimination would be eliminating that cost disparity. CED has proposed market- 
based health care reform that would prevent insurers from charging higher premiums 

to older or more at-risk individuals.*°* By shifting to a regionally uniform provision of tax 
credits financed through broad-based taxes and mandating that insurers charge uniform 
premiums and accept all applicants, older workers would also gain more flexibility to 
choose the employment situation that best suits their needs without relying on employer- 
provided health benefits to afford care.*® Increasing consistent access to affordable 
health care also has the potential benefit of making it easier for workers with chronic 
health conditions, to which older workers are more prone, to better manage their 
treatment and care and more easily find and maintain employment.”°¢ Policy makers 

and business leaders should champion health care reforms along the lines proposed 

by CED, in small part because of its pro-work aspects that could help boost labor 

force participation. 
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Increasing consistent access to affordable health care also 
has the potential benefit of making it easier for workers 
with chronic health conditions, to which older workers are 
more prone, to better manage their treatment and care 
and more easily find and maintain employment. 


Policy makers should also ensure that federal retirement laws are not sending the wrong 
message about older workers continuing in the labor force. While many workers probably 
understand that Social Security benefits increase the longer a soon-to-be retiree waits to 
claim them, the Social Security “retirement earnings test” may send a confusing signal to 
some older would-be workers who have reached early retirement age. Currently, workers 
who claim Social Security after age 62 but before reaching the program's full retirement 
age will have a portion of their benefits temporarily withheld if their earnings exceed 

a certain threshold.”°” Although workers who have had their near-term Social Security 
benefits reduced due to the retirement earnings test will receive higher future benefits 
as a result—calculated in a manner estimated to provide the same total value of Social 
Security benefits over time—the existence of the retirement earnings test may be causing 
some number of Social Security-eligible workers to stop working for fear of missing out 
on their benefits.7°8 


Repealing the earnings test would make clear that the rules of Social Security are not 
intended to discourage work at older ages and could help contribute to the social 

norm of working longer. It would also make it easier for older workers to understand 

the effect of claiming benefits and continuing to work past age 61. That simplicity, and 
the opportunity to receive benefits and work income simultaneously, is likely to lead 
some older workers to work more hours or to a later age. Because the amount of Social 
Security benefits ultimately paid out to beneficiaries should be the same with or without 
an earnings test, but total revenues paid should increase as a result of workers’ additional 
earnings, repealing the earnings test would be fiscally positive.7® 


Arguments against repealing the retirement earnings test center on beneficiaries who, in 
the absence of an earnings test, will choose to claim benefits earlier than they otherwise 
would have, even as they continue working. While such beneficiaries would have 
increased income in the short run, they would have lower annual Social Security benefits. 
Since few of these workers would be expected to save their additional income, those who 
survive to older ages are likely to be at an increased risk of falling into poverty.?”° There is 
suggestive evidence that removing the Social Security earnings test for workers ages 65 
to 69 in 2000 contributed to a higher incidence of poverty among older female retirees.?”' 


Both the positive and negative outcomes of repeal are likely to be relatively limited. While 
the concerns over increased poverty at older ages is not to be taken lightly, given the 
potential to boost labor force participation, policy makers should pilot the elimination of 
the Social Security retirement earnings test in one or more regions of the country in order 
to evaluate the likely magnitude of its effects. 
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Given the higher likelihood that they are dealing with challenges like health conditions 
and caregiver responsibilities, flexibility may play an outsized role in determining the 
labor force participation of older workers. Self-employment rates steadily increase with 
age.””* Older workers are more likely to be independent contractors, with nearly 2 in 5 
contractors aged 55 and over in 2017.73 Older men are also significantly more likely than 
prime-age workers to choose to work part time. In 2016, there were more than 6 million 
adults over age 55 working part time who did not express an interest or availability to 
work full time, including roughly 3 million workers over age 65.2% Many older workers 
need to find ways to balance work and caregiving responsibilities. A 2015 AARP study 
estimated that roughly 15 million adults ages 50 to 64 had served as unpaid caregivers 
for a family member over the past year, with roughly a third of those adults reporting that 
they provided on average over 20 hours of unpaid care per week.?” 


While the challenge of accommodating alternative work arrangements in order to better 
tap the underutilized talent of older would-be employees falls primarily on employers, 
policy makers can explore ways to make it easier or more enticing for older adults 

who are not currently working or are at risk of leaving the labor force to engage in 
independent or less than full-time work.2° One of the draws of full-time employment 
relative to other arrangements is that it more frequently provides a range of nonwage 
benefits and typically is covered by much stronger worker protection laws.2”” For 
example, employees are covered by a system of workers’ compensation, with employers 
paying into a state-run program that provides a benefit for workers injured on the job, 
but independent workers generally lack this protection.?”° Similarly, full-time employees 
are much more likely than other workers to have access to retirement benefits.?”? In 
addition to fewer benefits and protections, independent workers generally face a larger 
burden of knowledge and planning compared to an employee, as they try to comply with 
tax requirements, manage income volatility risk, or arrange for training. 


One potential policy response is to make it easier for independent or part-time workers 
to access benefits typically provided to full-time employees. For example, a bipartisan 
group of senators proposed establishing a $20 million competitive grant fund for pilot 
projects experimenting with portable benefit models to make it easier for independent 
workers to access and maintain benefits and protections as they change jobs.°°° James 
Capretta, a resident fellow at the American Enterprise Institute, has proposed allowing 
firms that work with a large number of independent contractors to opt in to paying 

for and providing workers’ compensation benefits through the existing state system in 
return for additional legal protections.*°' Other proposals have looked at more radical 
changes to reduce distinctions in a worker’s status for purposes of determining benefit 
access, often by making certain benefits universally available.*°? From the perspective 
of encouraging labor force participation, there will be a tension between making 

more flexible work arrangements more attractive to older workers currently working 
full time, potentially leading to reduced work effort, and enticing more older workers 
to enter or remain longer in the labor force. Experimentation is well justified, and 
policy makers and business leaders should advocate for robust evaluation of piloted 
changes in order to determine the potential labor force participation consequences, 
particularly for older workers. 
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Reaching more Americans: 
Addressing remaining workforce participation challenges 


Different individuals face different barriers to working to their fullest interest and ability. 
No short set of recommendations can comprehensively address the complicated, 
multifaceted array of potential barriers people face. But the strategies laid out in this 
report target some of the most cross-cutting challenges affecting the largest number of 
people, where evidence suggests that business leaders and policy makers could make an 
immediate difference in growing the US workforce’s critical contribution to the economic 
strength of the country. These recommendations target potential workers with initially 
low-income prospects to incentivize them into, or keep them in, the labor force. They 
expand access and connection to existing opportunities for workers already seeking to 
enter, or reenter, the workforce. And, looking specifically at two very large segments of 
the nation’s workforce, they seek to confront common challenges to parents and older 
workers reaching their goals for employment. 


But the need to maximize the contributions of the American workforce does not end with 
these recommendations. Many segments of the population may face specific barriers 
to participation and attachment requiring targeted solutions that could build from 
these initial recommendations. For example, roughly 3 percent of adults ages 16 to 64 
report having a disability, according to the Bureau of Labor Statistics. Adults reporting 
a disability have significantly worse employment and labor force outcomes, including 

an unemployment rate in 2018 more than double that of adults without disabilities.°° 
Closing that gap would have added an additional roughly 250,000 workers under age 
65 to employment and significantly reduced the risk of those workers leaving the labor 
force. The challenge of navigating work and serious health conditions is widespread. 
Among those currently working, roughly 4 million adults can be expected to report a 
new, serious health shock each year; increasing the use of early intervention strategies 
for newly ill or injured workers may be an effective way to boost workforce participation 
and attachment.°“ 


Many of the recommendations in this report would directly improve the workforce 
participation and attachment of potential workers with disabilities, and not only because 
many workers with disabilities are older or parents themselves. Improvements in health 
care coverage, more flexible work arrangements, and increased support for reattaching 
to the labor force after the loss of a job could be particularly valuable for workers who 
often are managing challenges and considerations related to new or chronic serious 
health conditions. But it is likely that additional work-enhancing strategies that specifically 
target needs for members of this population could be an important part of a broad- 
based strategy to increase the contributions of our existing workforce. 


In the past, CED has put forward recommendations to help workers find work and 
continue working, among other critical outcomes, for many different segments of 

the American population, including a recent report focused on workers without 

college degrees.°°> CED will continue to advance reasoned solutions tailored to the 
many different aspects of this challenge in the future to ensure that Americans of all 
backgrounds are able to contribute to and benefit from the strength of the US economy. 
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Conclusion 


The Committee for Economic Development of The Conference Board believes 

that long-term American leadership, prosperity, and competitiveness hinge on the 
contributions of our nation’s workforce. With our population aging and our workforce 
growth slowing, the US must make full use of our available talent to remain competitive in 
a rapidly changing 21st-century economy. 


Making it easier and more attractive for potential workers to find work and remain 
working will be an increasingly critical component of US economic strength. Helping 
Americans who would like to work more do so, including by drawing more potential 
workers into the labor force, can help deliver more widely shared prosperity for 
families; provide a deeper, more-skilled pool of talent to American businesses; and help 
strengthen the nation’s economic growth and fiscal standing. 


The private sector itself will play a critical role in creating the conditions that draw out the 
full strength of the American workforce. Business leaders interested in having access to 
the best talent for their companies and helping the country prosper must take the lead in 
creating a welcoming work environment where all Americans, regardless of background 
or identity, can make contributions in line with their talent and potential. But individual 
action will not be sufficient. As outlined in this report, achieving these improvements will 
require business leaders to work with policy makers and advocate for a range of policies 
to incentivize work and reduce the barriers that are currently preventing workers from 
achieving their employment goals. 
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Four Ways Business Leaders and Policy Makers Can Improve 
Labor Force Participation and Attachment 


1 Strengthen the Earned Income Tax Credit (EITC) for adults without qualifying 
children Incentivize more people with initially low-income job prospects to enter 
the labor force and remain working by increasing EITC benefits and expanding 
eligibility to reach more potential workers who do not have qualifying custodial 
responsibility for a child. 


2 __Lessen barriers to participation through improved employee-employer 
matching and increased mobility Reduce geographical limitations, information 
gaps, and unnecessary occupational barriers in order to connect potential 
workers, particularly those most at risk of dropping out of the labor force 
following a job loss, to a wider set of employment opportunities, by: 


= Pushing states to deliver high-quality, effective reemployment services to 
help displaced workers quickly find jobs that can make use of and add to their 
existing skills; 


= Funding high-quality demonstrations to improve employee-employer 
matching, including relocation assistance and wage-insurance pilots; and 


= Reviewing and reforming occupational licensing requirements and the 
inappropriate use of noncompete clauses. 


3 Help parents remain connected to the workforce and meet family 
responsibilities As part of a national strategy to ensure all children can 
engage in effective, high-quality early childhood education from birth to age 
five, weigh the participation benefits of family-friendly labor market policies, 
including funding evaluations of the labor force impacts of different high-quality 
preschool program designs. 


4 Support older workers who wish to remain working Use more of the work 
potential of older Americans by: 


= Funding public information campaigns to counter employer misperceptions; 


m Eliminating health insurance cost disparities that may motivate; discrimination 
through market-based health reform; 


a Piloting repeal of the Social Security retirement earnings test; and 


= Piloting initiatives to support flexible work arrangements, including by 
increasing access to nonwage benefits and worker protections typically only 
available to full-time workers. 
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Identifying a best measure of 
long-run labor market health 


In attempting to capture the workers’ or employers’ experience of how an economy feels, 
business leaders, policy makers, and reporters often ask if the labor market is “healthy,” 
or how well the labor market is “working.” Can labor market health be defined in a way 
that lends itself to clear and simple metrics? The question is immediately complicated by 
the fact that, reductively, workers can be thought of as sellers and employers as buyers 
on the labor market, suggesting that views of how well the labor market is working at 

a given time may diverge. There may be times when conditions feel more favorable to 
workers than employers—such as when shortages of available-but-not-employed workers 
force employers to compete sharply over existing employees—and vice versa. 


For some, the key question is the degree to which everyone who wants to be working 
can find a job that meets with his or her skills and abilities. For others, there is an 
additional requirement that workers can get jobs that, over time, will lead them to secure 
a decent standard of living or get ahead. From the view of employers, the health of the 
labor market is likely determined by the balance between a bountiful enough supply of 
available workers with the skills they desire and a bountiful enough supply of consumers 
with confidence to spend. Further complicating the challenge is an interest in being able 
to describe the relative health and outlook of the labor market compared to the past, 
while parsing out the degree to which things are better or worse for temporary reasons 
versus more enduring ones. 


Ideally, a single measure could at least broadly answer these questions but, given how 
subjective and hard to quantify they are, no one measure can do more than provide a 
useful but limited snapshot. Nearly all measures, at least when it comes to assessing 
employment, will suffer from the near impossibility of defining the correct denominator— 
the share of people who could, or should, be working.°% 


Typically, in most media discussions of labor markets, the unemployment rate gets top, 
or at least most frequent, billing.*°” The Bureau of Labor Statistics reports six different 
monthly measures of labor underutilization, of which the “official unemployment 
rate"—U-3—is the most commonly discussed.?°° U-3 unemployment measures the 
share of people without a job who are part of the civilian labor force. The civilian labor 
force includes all people in the US ages 16 and older, not on active duty or living in an 
institutional setting, who have a job or have actively looked for work in the prior four 
weeks. So, a high U-3 unemployment rate—many people looking for work who cannot 
find an acceptable job offer—is a reliable indicator of labor market weakness. But it 
misses key context that may make comparisons between unemployment rates at two 
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different periods misleading. If increasing numbers of workers can only find part-time 
work or are being forced to settle for reduced pay, the official unemployment rate may 
be unaffected. The U-3 unemployment rate can decline if unemployed workers become 
particularly discouraged and give up on finding a job altogether, but few observers would 
count that as a sign that the labor market had improved. 


The Bureau of Labor Statistics’s alternative measures of labor force utilization try to 
capture other characteristics of labor market health, including the extent to which 
unemployed workers have been without work for an extended period of time, the share 
of workers out of the labor force who have looked for a job in the past 12 months, and the 
share of employed workers who are working part time but want and are available to work 
full time. Each of these measures helps to provide further context to the labor market, 
but all are sensitive to recent cyclical conditions. 


By contrast, the labor force participation rate can provide a bigger-picture view of 
long-run labor market trends, filtering out some of the more temporary employment 
impacts that occur during economic downturns. Usefully, relative to the official 
unemployment rate, the labor force participation rate can also help capture when a 
growing number of potential workers become discouraged and give up their job search, 
retire, go back to school, or stay home to care for others. But some states of being, 

like the difference between unemployment and nonparticipation and the reasons for 
nonparticipation, can only be assessed by self-reporting on surveys. Accurately deter- 
mining and reporting motivation is inherently a challenge, and the reported status itself 
may be temporary or conditional. For example, it is difficult to know how many current 
early retirees might be willing to return to the labor force if their job prospects improve. 
What share of people currently out of the labor force due to a work-limiting disability 
plan to return to work in the future? What share hope to? These ambiguities can make 
interpreting changes in the participation rate more challenging. Some economists focus 
on the prime-age labor force participation rate, ages 25 to 54, to try to capture funda- 
mental changes in who is seeking work during the years in which the greatest number of 
people would be expected to be working. By limiting the measure to potential workers 
in the time of their lives when they are most likely to be working, analysts can focus on 
big-picture changes less likely to be driven by retirees or students; still, this approach 
misses important changes affecting younger or older workers. 


Unlike some employment measures, changes in labor force participation rates may not 
quickly or fully communicate changes, for good or ill, in available hours, compensation, or 
opportunity. While the difference between being in or out of the labor force is significant, 
so is the difference between working 20 hours a week and working 40 hours a week when 
a full-time job is desired. Neither the unemployment rates nor the labor force partici- 
pation rate may capture when workers feel secure in their current job, when employees’ 
work schedules have become more or less predictable, or changes in the intensity with 
which employers are recruiting for their currently advertised openings.°°? 
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Direct measures of employment or participation are not the only ways to assess labor 
market health over time, and many policy makers and business leaders are as interested 
in trying to predict the short-term direction of the labor market as identifying long-run 
trends. To help translate a wealth of competing labor market data into an easily digestible 
headline number, many researchers have sought to construct indices of employment 
conditions. For example, since 2014, the Federal Reserve Bank of Kansas City has 
published a set of two Labor Market Conditions Indicators, which incorporate 24 separate 
labor market variables.3"° Until 2017, the Federal Reserve Board of Governors published 

a different index that utilized 19 measures.*" But indices require a significant amount of 
judgment to construct, and sometimes to interpret, making them hard to evaluate by 
anything but their results for their intended purpose.*"? A 2015 analysis by a researcher at 
the Federal Reserve Bank of St. Louis found that both the Federal Reserve Bank of Kansas 
City's and the Federal Reserve Board of Governors’ indices had, to date, largely just 
tracked the official unemployment rate.?° 


Ultimately, in pursuing policies that could help to durably grow the economic strength 
the nation derives from its workforce, a careful analysis of the labor force participation of 
different groups is a useful starting point. But no policy maker or business leader would 
make the mistake of relying on a single indicator to try to fully understand the state of the 
labor market, particularly with respect to how it compares to the past. 
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